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PEEFACE 


In my Logic for the Million,” published in the year 
1851, I advised my readers, as a means of forming a habit 
of reasoning, to associate their reasonings with their daily 
avocations. I afterwards thought I might exemplify my 
own instructions, by selecting from my writings on 
Banking such extracts as might illustrate those principles 
which I had expounded in Logic for the Million.” I 
accordingly read with this view the works I had published 
on Banking, and thus were formed the first three parts of 
the present work. The large type is, for the most part, a 
transcript from the work on Logic, and the extracts in 
small type are from my works on Banking. This union 
of literary productions, not originally intended to have 
any connexion with each other, may serve to indicate 
that my writings on Banking are in accordance with 
the principles of Logic, and that my writings on Logic 
are adapted for practical application to the business of 
Banking. It may be objected that some of the examples 
are not sufficiently controversial. To this it may be 
replied, that Reasoning is not always engaged in the cause 
of controversy, — that argument sometimes assumes the 
form of exposition, — and that the most effective kind of 
Logic is that by which a reader is led insensibly to adopt 
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the opinions of the writer in a manner which will neither 
suggest doubt nor provoke disputation. 

The quotations are generally of a character that are 
interesting at the present time. Not a few of my writings 
have become useless from their success. Since their pub- 
lication, their objects have been attained — injurious laws 
have been altered — erroneous opinions have been modified 
or abandoned — and the possibility of the establishment 
of Joint-Stock Banks in London has been demon- 
strated by the fact. Writings that had a reference 
to these topics have, therefore, ceased to be attrac- 
tive, and are now entombed in an honourable oblivion. 
I have not attempted to resuscitate any of these pro- 
ductions, by giving them a place in the present volume. 
But I find that the work still retains some allusions that 
are now out of date. At page 2, there is a reference to 
the exclusion of Joint-Stock Banks from the Clearing- 
House j at page 194, to the laws against usury ; at page 
197, to the Government Stock called per Cents. ; and 
at page 520, to unstamped cheques. 

I afterwards extended my plan so as to embrace the 
three following parts, which exemplify the application 
to the art and the science of Banking of those principles 
which had been illustrated in the three preceding parts. 
The Seventh Part was subsequently added, as bearing 
upon topics which had at various times been the subject 
of much public discussion, and upon which I was examined 
before the Committee upon Banks of Issue in the year 
1841. The last section is the only portion of the work 
that has been written since the second suspension of the 
Act of 1844. 
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This is not the first attempt that has been made to 
associate the principles of reasoning with a branch of 
practical science. Mr. T. S. Baynes, in the introduction 
to his translation of the Port Koyal Logic, observes, in 
reference to some theological opinions advanced by the 
authors of that work : — 

“ The favourite study or profession of the writer would gene- 
rally determine from what branch of science the examples should 
be taken, and the source from which they were thus selected 
often gave a distinctive epithet to the logic. Law and divinity 
have been specially favoured in this way. Thus, not to go beyond 
English works on Logic, I have, in my own collection, one called 
The Lawyers Logicke^ by Abraham Frauuce, the poet, written 
while he was at Lincoln’s Inn, and coj)iously illustrated by 
examples taken from legal authorities; another entitled The 
Divine Logihe^ serving especially for the use of divines in the 
practice of preaching^ and for the further help of judicious hearer s^ 
and generally for ally by Thomas Granger, preacher of Gofs word, 
which is a tolerably full Kamist logic, with theological examples ; 
and a third, dedicated To the illustrious His Excellency Oliver 
Cromwell, Generalissimo of England, Irelatid, and Scotland, Chan- 
cellor of Oxford, ^c., and to the most renowned his General Council 
of Officers, which contains about as much Scripture doctrine and 
history as is to be found in most catechisms.” 

I have not seen either of the above-mentioned works. 
The only work of a similar kind that has come under my 
notice, is A Treatise on the Methods of Observation and 
Reasoning on Politics,” by Sir George Comewall Lewis, the 
late Chancellor of the Exchequer. 

This work may be regarded as an Encyclopsedia of 
Banking. There are but few of the principles or opera- 
tions connected with the science or the art of Banking 
that are not noticed to some extent in this volume, though 
the discussion of none is continued to a wearisome length. 
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The topics are such as have, more or less, occupied my 
attention during an experience of forty-five years in the 
business of Banking, and generally they have some relation 
to the public events with reference to the subject that 
have occurred during that period. The book will appear 
to be a collection of extracts ; but it should be observed, 
that these extracts are from the author’s own writings, 
and in their present form will probably be more agreeable 
to the practical banker or the banking student than in 
their original arrangement. To the general reader, how- 
ever, the case will probably be different ; and he is there- 
fore advised to make himself previously familiar with 
the separate works on Logic and on Banking named in 
the title-page. 

I now bid my readers farewell. This is the last work 
I shall compose on the art or the science of Banking. 
It was in December, 1825, immediately after the memo- 
rable panic, that I first saw myself in print on this sub- 
ject ; and no small portion of the leisure snatched from 
the engagements of an active life has been devoted to the 
exposition and vindication of the principles which at that 
period were, for the first time, urged with resistless force 
upon public attention. Those principles are now in the 
ascendant. Should they require any further literary 
advocacy, I shall leave the task to younger men. As a 
writer on Banking, my career is now closed. 

J. W. G. 


London, 

Jmua/ry 1869 . 
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PART I. 

THE INTRODUCTION TO REASONING. 

This book is written upon the Art of Reasoning, and 
its application to the Science and the Art of Banking. 
But it seems proper before we attempt to reason, that we 
should understand something of the Name and Nature of 
the Art of Reasoning — of the Subjects on which we Reason 
— of the Utility of Reasoning — of the Disposition of Mind 
wo should possess while engaged in Reasoning — and of the 
Information that we should previously acquire. These 
several topics will therefore form the subjects of the five 
following Sections, which, taken together, are called An 
Introduction to the Art of Reasoning.” 


SECTION L 

THE NAME AND NATURE OF THE ART OF REASONING. 

The art of reasoning is called Logic. But you know 
Shakspeare has said — 

“ What we call a Rose, 

By any other name would smell as sweet.” 

In the present case we have no occasion for any name. 
We might simply say the "Art of Reasoning,” in the ^ame 
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way as we say the art of nursing, the art of teaching, the 
art of dancing, or the art of fencing. 

There is, however, a convenience in giving distinct 
names to distinct branches of knowledge. But have a 
care of supposing that because an art or a science has 
got a hard name, there must be something very difficult 
in the art or science itself. Many of our arts and sciences 
were taught by the Greeks, and when our learned men 
first wrote upon them in English, they very naturally 
called them by their Greek names. Thus, the word logic 
is derived from a Greek word (logos) that signifies dis- 
course, But these words have no natural connexion with 
the arts and sciences to which they are applied. You will 
have made no unimportant step in a knowledge of the 
art of reasoning, when you at all times recollect that the 
names of things are quite distinct from the things them- 
selves. All the processes of reasoning can be as clearly 
described in Household Words” as in those Greek words 
in which they are usually expounded. To reason clearly 
and forcibly, it is not necessary that you understand any 
other language than your own. 

We give the name of Reasoning to that operation of the 
mind, whereby we infer one proposition from two or more 
propositions. These two or more propositions are called 
the premisses, and the proposition inferred is called an in- 
ference, or a conclusion. These premisses, and the conclu- 
sion, taken together, are called an argument or a syllogism. 
Thus — If every Joint-Stock Bank has more than six part- 
ners, and the Bank of Messrs. Coutts & Co. has not more 
than six partners, then we infer that the Bank of Messrs. 
Coutts k Co. is not a Joint-Stock Bank. So — If all the 
Joint-Stock Banks are excluded from the clearing house, 
and the London and Westminster Bank is a Joint-Stock 
Bank, then we conclude that the London and Westminster 
Bank is excluded from the clearing house. And if the 
distance from the Bank to the Great Western Railway is 
not more than five miles, and the cab fare is at the rate of 
sixpence a mile, then we argue that the cab fare for the 
whole distance from the Bank to the Great Western 
Railway, cannot be more than two shillings and sixpence. 

Under the word Reasoning we include what is denoted 
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by arguing, 'proving, inferring, confirming, objecting, re- 
futing, and all similar words, in the sense in which they 
are popularly understood. The following is a more ex- 
tended example of reasoning : — 

TJow, I ask you, why don’t you keep a banker? Since the 
Scotch system of banking is established in London, why should 
not the keeping of a banker be as general in London as in Scot- 
land? You say you have been in business several years, and 
have never kept one. Of course, if no banker would take your 
account you could not do otherwise ; but now there are bankers 
willing to take your account. But you say, you can do without 
a banker. Of course you can. The question is, not whether by 
possibility you can do without a banker, but whether you cannot 
do better with one ? But you reply, it would not be worth any 
banker’s while to take your account. That is for his considera- 
tion, not for yours. The question for you to decide is, not 
whether your keeping a banker would be of use to him, but 
whether it would be of use to yourself. I shall point out to you 
Some of the advantages. 

In the first place, by keeping a banker, your money will be 
lodged in a place of security. You have now 60/. or 100/., or perhaps 
sometimes 200/. tl^at you keep in your own house ; you take it up 
into your bedroom at night, and when you go out on Sunday you 
carry it in your pocket. Now you may lose this money out of 
your pocket — the till may be robbed by your servants — or your 
house may be broken open by thieves —or your premises may 
take fire and the money may be burnt. But even should you 
escape loss, you cannot escape anxiety. When you have a 
little more money than usual, you have fears and apprehensions 
lest some accident should occur. Now you will avoid all this 
trouble by keeping a banker. 

The banker will not only take care of your money, but also 
of anything else you commit to his charge. You can get a 
small tin box with your name painted on it, and into this box you 
can put your will, the lease of your house, policies of insurances, 
and any deeds or other documents that require particular care. 
You can send this box to your banker, who will take care of it 
for you ; and you can have it back whenever you like, and as 
often as you like. If your premises are insured, it is clearly 
improper to keep the policy on the premises ; for if the house be 
burnt the policy will be burnt too ; and where then is your evi- 
dence of claim upon the insurance oflSce? 

Another advantage is the saving of time. When you receive 
money you will send it in a lump to the bank ; and when you pay 
away money you will draw cheques upon the bank. Now to draw 
B 2 
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a cheque takes up much less time than counting out the money that 
you have to pay, and perhaps sending out for change because you 
have not the exact sum. Besides, you sometimes hold bills 
which, when due, you have to send lor payment ; now you can 
lodge these with your banker, who will present them for you. 
And when you accept bills, you will make them payable at your 
banker’s, instead ot making them payable at your own house. 
Now in all these cases there is a great saving of time; and, 
besides, your bills, from being made payable at a bank, will be 
considered more respectable. 

Another advantage of keeping a banker is, that it will be a 
cheek upon your accounts. I need not speak to you, as a trader, of 
the importance of correct accounts. Your banker’s book will be 
an autnentic record of your cash transactions. If you make a 
mistake in your trade books, the banker’s book will often lead to 
a detection of the error. If you have paid a sum of money, and 
the party denies having received it, you can refer to your 
banker’s account, and produce your cheque, which is as good as 
a receipt. By means of a banker’s account, you could trace your 
receipts and payments, even after a number of years had elapsed ; 
and hence disputed accounts could be readily adjusted, and error, 
arising from forgetfulness or oversight, be speedily rectified. 

I could mention several other reasons why you should keep a 
banker. But what I have said will be enough to induce you to 
make a trial ; and when you have once opened an account, you 
will find so much convenience from it, tliat you will require no 
further reasons to induce you to continue it. If it should not 
answer your expectations, you can, whenever you please, close it 
again. 

If a man who understands grammar hear a person say, 

I keeps an account with a banker,” he will know, from 
general practice, that the language is improper; but he 
will, moreover, quote the rule, that “ a verb shoul^ agree 
with its nominative case in number and person.” Now, 
a collection of such rules form grammar, or the art of 
speaking correctly. So, if a man hear a person say, All 
men are robbers, for a man has just robbed the bank,” he 
will know from his own common sense that this is not 
sound reasoning ; but if he has studied logic, he will also 
cite the rule, Universals cannot be inferred from particu- 
lars.” Now, a collection of all these mips form logic, or the 
art of reasoning correctly ; and the man who has a know- 
ledge of these mles, and is correct and ready in applying 
them in practice, is called a logician. A man may reason 



THE ART OF REASONING. 


5 


accurately without rules. But if he can give the rules, he 
will have more confidence in the truth of his reasonings. 
Ho will also bo bettor able to perceive the incorrect 
reasonings of others, and to show the soundness or un- 
soundness of any opinions propounded for his consi- 
deration. 

These practical rules of reasoning collected together 
form the art of reasoning^ in the same way as a collection 
of rules for speaking and writing with propriety form the 
art of speaking and writing with propriety. The one art 
is called logic — ^the other art is called grammar. These two 
arts are useful to each other. Thoughts are expressed in 
words. If we think clearly, we shall speak clearly, and 
when we are learning to arrange our words with accuracy 
and order, we are learning to think with accuracy and 
order. 

A person who has acquired a knowledge of grammar 
will afterwards speak and write grammatically, without 
ever thinking of the rules of grammar. So a person whb 
has acquired a knowledge of logic, will afterwards reason 
logically, without ever thinking of the rules of logic. The 
rules will have become so deeply fixed in his mind that 
he will habitually reason accurately ; and by practice he 
will come to reason promptly and forcibly. It is the chief 
business both of grammar and of logic to teach us how to 
avoid errors. Grammar teaches us how to avoid the use of 
words and sentences that are contrary to its rules. But a 
beautiful or a powerful style of writing must arise from the 
constitution of our own minds, or the peculiar direction of 
our studies, and is not to be acquired merely by an observ- 
ance of grammatical construction. So logic teaches how 
to know and to discard bad arguments. To be able to 
reason promptly and forcibly, depends upon our attain- 
ments in knowledge — the constitution of our mental powers 
— the extent of our practice — and the degree with which 
we are familiar with the writings of those learned men 
who are celebrated as the masters of the art of reasoning. 
Dr. Campbell, in his Philosophy of Rhetoric, compares logic 
to the soul, and grammar to the body ; the union of both 
being essential to an excellent discourse. 
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SECTION II. 

THE SUBJECTS OF THE ART OP REASONING. 

The human mind can think, can reason, can remember. 
How it performs these operations we do not know. It 
does perform them, that’s certain. ’Tis equally certain 
that these operations are distinct from each other. The 
mind may think of things without reasoning about them ; 
and it may /remember things without reasoning about 
them. 

As logic is the art of reasoning it has nothing to do frith 
those truths that are self-evident, or which are known to 
be true without reasoning. The positive testimony of the 
senses supersedes the necessity for reasoning. If you have 
the tooth-ache or the gout, you want no logic to prove to 
you that you suffer pain. And as we know what passes 
without ns, by the organs of hearing and seeing — and 
what passes in our bodies, by means of our sensations — so 
wo know what passes in our minds, by means of conscious- 
ness. We know that we think — that we judge — that we 
remember. We know that we hope and we fear — we love 
and we hate. All these, and a variety of other operations 
and feelings, within our minds ; and we want no logic 
to convince us of their existence. There are also many 
other truths that are self-evident. We know that two and 
two make four — that a part of anything is less than the 
whole — that a cause jnnst precede the effect — and that a 
proposition cannot be both true and not true at the same 
time, and in the same respect. These are called Jlrst 
truths, or truths of intuition. They are wrought into our 
very nature, and we cannot disbelieve them, if we would. 
If we meet a man who denies them, we do not reason with 
him. We conclude either that he does not understand the 
meaning of the words, or that he has lost his reasoning 
faculties. — Here logic has nothing to do. 

As logic is merely the art of reasoning, it follows that 
logic has nothing to do with those mental operations in 
which we do not reason. The mere giving or receiving of 
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information is not reasoning. If you say to a friend, ‘‘ It is 
a cold day,” there is no logic in that. But if you say, I 
think we shall have rain in the course of the day,” that is 
a logical conclusion ; and, if asked to do so, you should be 
prepared to give reasons for your opinion. So the acquisi- 
tion of knowledge by reading or hearing is not reasoning. 
You may possibly read history or biography, learn several 
languages, and become acquainted with botany, natural 
history, and several other sciences, without reasoning. All 
this requires nothing more than a good memory. And 
hence it is possible to become a very learned man and yet 
not be a logician. But if you begin to reason about any- 
thing you learn, you immediately become a logician. Take, 
for illustration, a case in history. You have read the life 
of Napoleon Bonaparte, and you remember all the events 
recorded, and also the opinions of the historian. You are 
no logician here. But if you stop to ask if any particular 
event be true — if you inquire whether in certain actions 
he evinced sagacity or courage — and consider what were 
the effects of his course on the state of Europe — as soon 
as you commence to discuss these or any similar questions, 
you become a logician. 

As an example of Information without Reasoning, we 
quote the following extract on the origin of Banking ; — 

We have but little information as to what kind of banks existed 
in the earlier ages, or on what system they conducted their 
business. As most of the nations of antiquity subsisted chiefly 
on agriculture, they probably had little occasion for banks ; for it 
is onlv in commercial countries that these institutions have at- 
tained to any high decree of prosperity. And as even the com- 
mercial nations of antiquity were unacquainted with joint-stock 
companies or commercial corporations, and had not discovered the 
use of paper-money or bills of exchange, the business of a banker, 
even among them, must have been somewhat different from that 
of a banker of the present day. The merchants of those early 
times employed as money gold and silver bullion ; and received it 
and paid it away by weight. It is probable that the merchants 
would require that the precious metals they received should be of 
a certain degree of fineness. We read of Abraham weighing 
unto Ephron 400 shekels of silver, current money with mer- 
chant — a phrase which implies that the money current with the 
merchant was different from that in ordinary use. 

After bullion was superseded by coin, and each nation had a 
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coin of its O'^’n, the merchants would necessarily in the course of 
their business receive coins belonging to different nations, and 
hence would be applied to by strangers who wished to exchange 
their own money for the money of the country in which they 
sojourned. This would take place more particularly in those 
oriental countries whose inhabitants were accustomed in certain 
seasons to meet together for the celebration of public festivals. 
We read in the New Testament of money-changers who had 
tables in the Temple of Jerusalem. It is probable they attended 
for the purpose of giving Jewish money in exchange for those 
various coins which persons coming from the neighbouring 
countries might have brought with them. Whether the business 
of money -changing was carried on as a separate employment, or 
united with the general business of a merchant, we are not 
informed ; but it is stated that the exchangers allowed interest 
for money lodged in their hands — “ Thou wicked and slothful 
servant, tliou oughtest to have put my money to the exchangers, 
and then at my coming I should have received mine own with 
usury.” Erom the circumstance of tlieir allowing interest on 
money, we may infer that they also lent money on interest; 
otherwise they would have had no use for the money they bor- 
rowed. This scanty information forms the whole of our know- 
ledge respecting the mode of banking practised by the ancient 
Babylonian, Egyptian, and Jewish nations. 

As logic has nothing to do with receiving or retaining 
information, so also it has nothing to do with imparting 
information, or with the giving of advice or commands. 
There is no logical process in the following words — “ Be 
not wise in your own conceit — Recompense to no man evil 
for evil — Provide things honest in the sight of all men — 
If it be possible, as much as in you lieth, live peaceably 
with all men — Be not overcome of evil, but overcome evil 
with good.” But sometimes the terms, though simply the 
language of advice or command, will imply a logical pro- 
cess: thus — “ Go to the ant, thou sluggard; consider her 
ways, and be wise;” which implies that there is some con- 
nexion between going to the ant and becoming wise ; and 
thus it denotes a logical process in the mind of the speaker. 
So also, if a motive is added, this brings the command or 
advice within the province of logic : thus — Honour thy 
father and thy mother, that thy days may be long in the 
land” — ‘‘Honour the Lord with thy substance, and with 
the first-fruits of all thine increase ; so shall thy bams be 
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filled with plenty, and thy presses shall burst out with 
new wine.” 

The following are Examples of Advice. The last sen- 
tence in each of the paragraphs contains a reason : — 

Be always open and straightforward with your banker. Do not 
represent yourself to be a richer man than you are ; do not dis- 
count with your banker any bills that are not likely to be punc- 
tually paid when due; and, should any be unpaid and returned 
to you, pay them yourself immediately. Do not attempt to 
OVERDRAW your account ; that is, do not draw cheques upon your 
banker for more money than you have in his hands, with out "first 
asking his consent ; and if you make him any pronnses, be sure 
that they be strictly performed. If you fail once, the banker 
will hesitate before he trusts you again. 

Should you be dissatisfied with anything connected with your 
account, make your complaint to the banker himself, and not to 
the clerks. Let all your communications be made in person, 
rather than by letter. But do not stay long at one interview. 
Make no observations about the weather or the news of the day. 
Proceed at once to the business you are come about, and when it 
is settled retire. This will save your banker’s time, and give 
him a favourable impression of your character as a man of 
business. 

Logic has no province of its own. If you reason at all, 
you must reason about something, and that something 
may belong to any one of the arts or sciences. There is 
no object in nature, nor any fact in history, but what may 
become a subject of argument. Thus, while logic as an 
art has no domain of its own, it has a province in every 
other domain — or rather, it is called in whenever necessaiy 
to settle disputes and exercise supremacy in all the other 
departments of human knowledge. A judge on Circuit 
has no property in the county in which he administers 
justice, nor any authority over its population. But should 
any estates in the county become the subject of litigation, 
or any person become a party in a civil or criminal pro- 
ceeding, then are they immediately brought under his 
jurisdiction. So whenever any difference in opinion arises 
either in the arts and sciences or in ordinary life, it is the 
province of logic to adjust the dispute. ThuB every object 
in nature, every feeling of the mind, and every event in 
history, may become connected with a logical process. 

B 3 
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SECTION III. 

THE UTILITY OF THE ART OP REASONING. 

All men and women reason from their infancy. ’Tis as 
natural for them to do so as it is for dogs to bark or birds 
to sing. And when they reason about things they under- 
stand, they generally reason well. But sometimes they 
reason ill; and ’tis the business of the art of reasoning to 
show them when they reason ill, and to teach them how to 
reason well. Such an art cannot be otherwise than useful. 
It must be useful to know how to do well anything we 
have to do every day and several times a-day. And when 
we recollect that much of our health, our success in busi- 
ness, our moral and religious character, our present and 
future happiness, our reputation in the world, and our 
usefulness to others, will depend upon the soundness of 
our reasonings, the art will appear to us to be of very high 
importance. We shall point out a few respects in which it 
is useful : — 

1. The Art of Eeasoning is useful by enabling us to form 
our own judgments. 

You talk, of course, about a great many things. You 
talk about yourself; about your friends, and relations, and 
acquaintances; about your trade and profession; about 
the accidents and offences you read of in the newspaper ; 
about public measures and public men; about France, 
and Russia, and America, and other nations with whom we 
may be or expect to be at war; about right and wrong; 
justice and injustice; wealth and poverty; slavery and 
liberty ; about private Banks and Joint-Stock Banks; and 
about literary, scientific, charitable, and religious institu- 
tions. Now, upon all these subjects, and a variety of 
others, you will probably give opinions, and most Jikely 
very correct opinions, provided you talk only of what you 
un(fcrstand. ^But tp guard against giving incorrect or 
qnguarded opinions, you may as well take a lesson or two 
upon the right way of reasoning. 
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You will say that you can do all this without the aid 
of logic. So you can. But logic will teach you how to 
do it better. Logic will teach you that you must form 
your opinions by reason alone, without any bias from your 
passions or feelings. Logic will teach you that you must 
be able to give a reason for all the opinions you entertain. 
Logic will teach you that you must look at both sides of 
the question, and examine the arguments that can be 
advanced against any opinion as well as those that may be 
advanced in its favour ; and that you must weigh these 
arguments, and see which side preponderates. Logic will 
teach you that after having done this, you must be ready 
to admit any new facts or arguments that may appear 
on either side of the question. In these various ways 
a knowledge of the art of reasoning will be useful to 
yourself. 

By thus examining the reasons for your opinions you 
will soon learn to distinguish between good reasons and 
bad ones. You will get into the practice of using good 
reasons and discarding bad ones. You will thus acquire 
the habit of reasoning well, and when assailed with bad 
reasons you will know how to refute them. 

2. The Art of Reasoning is useful in teaching us how to 
give advice and instruction to others. 

You will have occasion to give instruction or advice to 
others. You will often have occasion to do this in your 
family. But, besides, you may be a director in a public 
company, or on the committee of a charitable institution, 
or may be consulted by your friends in cases of emergency. 
In all these positions it is desirable you should be able to 
give good advice, and to enforce it by reasonable conside- 
rations. You know that the counsel of Ahithophel was so 
highly esteemed that it was as if a man had inquired at 
the oracle of God, (2 Sam. xvi. 23,) and doubtless yon 
have known men who, though not gifted with eloquence 
or talent, have yet been so remarkable for soundness of 
judgment, that they have been treated with universal re- 
spect. If you accustom yourself to reason well when 
forming your own opinions, you will insensibly acquire the 
habit of reasoning well when stating those opinions to 
other people. 
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3. The Art of Reasoning is useful by enabling us to 
defend our own principles against the attacks of opponents, 
and to give them currency in the world. 

You may have to defend your opinions against the 
attacks of those who hold contrary opinions. You must 
not hesitate to do this when the cause of truth or of justice 
requires it. When your own character or that of your 
friends, or your political or religious principles are assailed, 
you are bound to make resistance, and it will be useful to 
be able to do it well. The political and religious differ- 
ences that exist among mankind are by no means to be 
deplored as unmingled evils. They serve to awaken the 
nobler feelings of the soul, and to maintain attention to 
principles that might otherwise be forgotten. They stimu- 
late the intellectual powers, and impart an energy to all 
the faculties and to il the operations of the mind. To 
engage in controversy does not imply that you are to vitu- 
perate the person, misrepresent the opinions, or calumniate 
the character of your opponents. You will be less liable 
to fall into these practices if you understand the art of 
reiisoning. You will then have no occasion for these 
ignoble weapons. You will be conscious that the force 
of truth and the power of logic will have much greater 
effect in defeating your antagonists. 

4. You may have occasion to employ the Art of Reason- 
ing in choosing a banker : — 

Now, then, as you have made up your mind to keep a banker, 
the next thing is to determine at what bank you will open your 
account. On this point I must leave you to make your own 
choice. All the public banks issue prospectuses, containing a 
list of their directors, the amount of their paid-up capital, the 
names of the bankers who superintend their respective establish- 
ments, and their rules for transacting business. You can get a 
prospectus from each bank, compare them together, and please 
your own fancy. But if you have no other grounds for pre- 
ference, I advise you to open your account with the bank or 

BRANCH BANK that is NEAREST TO YOUR OWN PLACE OP BUSINESS. 

You will often have to go or send to the bank, and if it be a great 
way off, much time will be lost, and you will at times be incmced 
tp forego some of the advantages of keeping a banker rather than 
send to so great a distance- On this account, let your banker be 
your neigliDOur. Recollect, time is money. 
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5. The Art of Reasoning will teach you how to render 
your Bank account useful in regulating your personal ex- 
penditure : — 

There are a good many of the middle class of people who are 
not in trade, and I must now address them. Perhaps you are a 
clergyman, or a medical man, or you are in a public office, or are 
living on your rents or dividends. At all events, whatever you 
may be, I conclude you are not living beyond your means. If you 
are, I have not a word to say to you about keeping a banker ; 
you will soon, most likely, be within the keeping of a gaoler. 

Several of the reasons I have given to the trader will also apply 
to you ; but there is one that applies with much greater force — 
the tendency to ensure accurate accounts. As you are not a man 
of business, I shall not advise you to keep an account of your 
receipts and your expenditure. I know you will do no such 
thing. Should you ever commence to do so, you will get tired 
before the end of the year, and throw the book aside. Now, if 
you keep a banker, he will keep your accounts for you ; his Pass- 
book will show you the state of your accounts. All the money 
you receive you must send to the bank, and all your payments 
must be made by cheques upon the bank. If you want pocket- 
money, draw a cheque for 5/. or 10/., payable to Cash, but by no 
means disburse any money but through your banker. Your book 
will be balanced every half-year. You will then see the total 
amount of your receipts during the half-year, and your various 
payments to the butcher, the baker, the tailor, &c. &c. The names 
to which the cheques are made payable will show you for what 
purpose they were given, and you should write these names in a 
plain band, that the clerks may copy them correctly in tho Pass- 
Dook. Now, if you look through your book once every half-year 
in this way, you will probably see occasion to introduce some 
useful reforms into your domestic expenditure. But if you are 
too lazy to do this, hand the book to your wife, and she will do it 
for you. 

6. The Art of Reasoning will be useful in enabling 
you to judge of any latvs or events that may affect the 
interests of Bankers : — 

We are no theorists — we are practical men. When we 
desire to judge of the soundness of any principle of banking, we 
say, ‘ Bring it to the test of experience, and let us see how it 
works.* If we find that it produces good practicid effects, we 
conclude that the principle is sound. If we find, on the other 
hand, that the effects are practically bad, no reasoning upon earth 
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can convince ns that these bad practical effects can result from 
sound principles. We maintain that principles are known by 
their effects. ‘The tree is known by its Huits; men do not 
gather grapes from thorns, or figs from thistles.’ This is the 
language of Scripture and of common sense ; and it embraces, if 
we mistake not, the true principles of the Baconian philosophy. 

Of all the suggestions that were made by the parliamentary 
committee there was scarcely one which exhibited a greater 
disregard for the dictates of experience than the following — 
‘ The law does not limit the number of branches, or the dis- 
tance of such branches from the central bank.’ It is here 
intimated that the law ought to limit the number of branches, and 
the distance of each branch from the head-office. By what pro- 
cess of reasoning the committee arrived at this conclusion we are 
left to conjecture. But in whatever path they travelled they 
were certainly not guided by experience. Had they gone to 
Scotland they would have found that there ‘ the law does not 
limit the number of branches, nor the distance of each branch 
from the central bank ; ’ and hence some banks have from thirty 
to forty branches. Had they gone to Ireland they would have 
found the law the same, and branches spread all over the country, 
while, in some cases, the ‘central banks’ might be traced to 
Loudon. Had they gone to America, they would have discovered 
but a short time ago a central bank in Philadelphia, having, a 
branch in every state in the Union. But they need not have gone 
to other countries. Had they examined the charters of the 
Colonial Bank, and the Bank of Australasia, they would have 
found that while the central banks are in London, their branches 
are in remote parts of the globe. Or had the committee looked 
even at their favourite bank, the Bank of England, they would have 
seen that it has a dozen branches, some of which are 200 miles 
distant from the central bank. Now we ask, were not the com- 
mittee bound to show the evils that had resulted from the branch 
system in the instances we have adduced, before they passed upon 
it a sweeping sentence of condemnation ? 

We are not now going to point out the excellence and ad- 
vantages of the branch system of banking, as we shall have 
numerous opportunities of doing so when the subjeet shall have 
eome under the consideration of Parliament. But we say dis- 
tinctly that should the government propose any limitation of 
branches, either as to number or distance, such a proposition 
ought to be most strenuously opposed. All the Joint-Stock 
Banks throughout the United Kingdom, ‘ from Dan to Beerslieba,* 
should unite in a compact body ‘ as one man,* to resist such a 
tyrannical encroachment on the freedom of banking. 
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SECTION lY. 

THE DISPOSITIONS NECESSARY TO THE ART OF REASONING. 

To reason well we must avoid prejudices or pre-judgments 
— judgments formed before we begin to reason. Dr. Watts 
has a chapter on the doctrine of prej ndices or springs of 
false judgments. He divides them into four classes — pre- 
judices arising from things, from words, from ourselves, 
and from others. 

The three main sources of erroneous opinions in regard 
to Banking, are party political feeling, personal associa- 
tions, and the spirit of theory. We will take from the 
History of Banking a few instances wherein we think one 
or other of these iifiuences has biassed the judgment even 
upon questions of considerable importance. 

1. We begin with party feeling. 

The Bank of England was established in the year 1694, 
by King William III. The party who were opposed to the 
government, opposed the establishment of the Bank : — 

The opposition party affirmed that it would become a monopoly, 
and engross the whole money of the kingdom ; that as it must 
infallibly be subservient to government views, iC might be em- 
ployed for the worst purposes of arbitrary power j that instead of 
assisting, it would weaken commerce, by tempting people to 
withdraw their money from trade and employ it in stock-jobbing ; 
that it would produce a swarm of brokers and jobbers to prey 
upon their fellow-creatures, encourage fraud and gambling, and 
thus corrupt the morals of the nation. Notwithstanding these 
objections, the act passed both houses of parUament, and received 
the royal assent. The following observations upon the establish- 
ment of the Bank of England, are taken from Bishop Burnetts 
“ History of his Own Times : 

“ Some thought a bank would grow to be a monopoly, all the 
money in England would come into their hands, and they would 
in a tew years become masters of the wealth and stock of the 
nation ; but those that were for it, argued that the credit it would 
have must increase trade, and the circulation of money, at least in 
bank notes. It was visible that all the enemies of the government 
set themselves against it with such a vehemence of zem, that, this 
alone convinced all people that they saw the strength that our 
affairs would receive from it. I had heard the Dutch often reckon 
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up the great advantages they had from their banks ; and they con- 
cluded that as long as England continued jealous of the govern- 
ment, a bank could never be settled among us, nor gain credit 
enough to support itself : and upon that, tney judged that the 
superiority in trade must still lie on their side. 

“ The advantages the king and all concerned in tallies had from 
the bank were soon so sensibly felt, that all people saw into the 
secret reasons that made the enemies of the constitution set them- 
selves with so much earnestness against it.’^ 

The Bank of Scotland was established in the year 1695. 
It ceased to have any exclusive privileges in the year 
1715. As the directors were supposed to be friendly to 
the Pretender, the government in the year 1727 gave a 
charter to an association, called ‘‘ the Equivalent Society,” 
constituting it ‘Hhe Royal Bank.” We take from a pam- 
phlet published in that year the following extracts : — 

“ It has been very peremptorily said by some that it would be 
of advantage to the nation to have a second bank established^ that 
the subjects may not be limited to the particular narrow rules of one 
bank. To which it is answered, that it is impracticable to support 
and carry on two banking companies in one country, — no nation 
ever did attempt it. England, where banking is as well known 
as in any part of the world, did never try it. On the contrary, 
the government, and those of the Bank of England, are so fully 
persuaded of the infallibly bad consequences of authorizing any 
other company to bank, that no charter to any new company does 
pass until it is first examined by the directors of the bank, and 
found to contain no powers in it that may prove hurtful or in- 
convenient to the Bank of England. If Scotland can bear two 
banks, and that it would be for the nation’s advantage to ^ve two, 
it naturally follows tliat England could bear ten. But it is as well 
known that if two banks were authorized in England, there would 
be a constant jostling and interfering betwixt tnem, until one, or 
probably both, came to ruin. 

“ Nobody that knows the nature of banking, does believe that 
two banks can be carried on in the same country. For it is im- 
possible to manage and keep them up without interfering and 
rubbing upon one another, unless rules and regulations could be 
made to prevent it. And it is impossible to digest regulations 
for executing such a design but what must make the interest of 
the two companies reciprocal, and the product of their trade 
iputually to be communicated, and so two different offices, under 
distinct management and direction, would be a needless charge 
and trouble. 
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‘‘ And here, by the way, I desire it may be particularly noted 
liow little Scotland is minded by the Scots proprietors in the 
equivalent stock when they are rivalling the bank, and endeavour- 
ing to carry the trade of banking in favour of that society. Por 
if they sliall succeed, the greater their juofits are, so far is the 
nation prejudged thereby, seeing 210 shares thereof must be ex- 
ported for 40 only that belong to Scots proprietors. Or Scots- 
men must purchase that stock at an extravagant rate, at the 
discretion of the foreign proprietors, and what must be the fatal 
consequences need not be explained. This one consideration is 
sufficient to convince every lionest-hearted Scotsman that the 
wronging the present bank, and favouring the Equivalent Society 
in any business for making profit by mere credit in Scotland, is 
downright destruction to the nation.’’ 

The establishment of the first bank of the United States 
of America, was also strongly opposed by a political 
party:-— 

After the conclusion of the war it was provided by the consti- 
tution of the United States, that no state should coin money, 
emit bills of credit, make anything but gold and silver coin a 
tender in payment of debts, or pass any law impairing the obliga- 
tion of contracts ; and the power to coin money, and to regulate 
the value thereof, was vested exclusively in Congress. 

This article of the constitution has given rise to considerable 
discussion, as it involves the question whether Congress has the 
power to constitute a national bank. 

The constitution of the United States was adopted in 1789, 
and shortly after the government was organized. On the 14th of 
December, 1790, the then secretary oi the treasury (General 
Hamilton) reported to Congress the plan of a bank. In February 
1791, the bill passed, and was presented to General Washington 
for his approval. In the progress of the bill it was opposed by 
Mr. Madison (subseq^uently president), Mr. Giles, and others, on 
the ground that the States had not delegated the power to create 
such an institution, and therefore that it was unconstitutional. It 
was supported by Mr, Ames, Mr. Boudinot, &c., who were mem- 
bers of what was termed, in those days, the high-toned federal 

K . On the 25th of February, 1791, the president approved of 
ill, and it became a law. 

The bank was not merely, or principally, a qommercial establish- 
ment, but was essentially and mainly of a financial and political 
character ; and it was on this ground that its constitutionality was 
defended ; the right of Congress to grant such a charter oeing 
maintained chiefly upon the strength of that clause of the con- 
stitution, which gives to it the power necessary for carrying into 
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execution the powers enumerated, and expressly invested in that 
body. At the time of its establishment, it was opposed on the 
ground of its presumed unconstitutionality, by the political party, 
then in the minority, of which Mr. Jefferson was regarded as the 
leader; and before the termination of the charter, this party 
having come into power, the renewal of the eharter was refused, 
and tlie institution was dissolved. 

The second bank of the United States commenced business in 
Philadelphia in January 1817. The establishment of this bank 
gave rise to similar discussions, and on the expiration of its 
charter in 1836, its renewal was refused by the tiien President, 
General Jackson. 

2. We think that a bias arising from personal associa- 
tion, was manifested in the following cases. 

In the year 1826 Branches of the Bank of England 
were established in the provinces. The country bankers 
were strongly opposed to these branches, and held public 
meetings, in which resolutions were passed in condemnation 
of them. In the year 1828 the bankers presented a 
memorial to the Government on the subject, which con- 
cluded thus : — 

“Your memorialists therefore deeply regret that your lordships 
do not feel justified in adopting measures for tlie withdrawal of 
the branch banks, and they hope that your lordships will be 
pleased, as far as lies in your lordships’ power, to prevent any 
interference with the business of your memorialists; and that 
your lordships will be pleased to institute an inquiry into the 
system of country banking, and take into your lordships’ con- 
sideration the claims of the country bankers to be regarded as 
parties in the intended application for the renewal of the bank 
charter ; and that no special privilege or monopoly be granted or 
continued to the •governor and company of the Bank of England, 
but that they may be placed on a perfect equality with country 
hankers in the competition, which, by means of their branches, 
they are now carrying on with your memorialists.” 

In the same year Joint-Stock Banks were permitted to 
be established in England, at a greater distance than sixty- 
five miles from London. A Bank Director, in a pamphlet 
published in 1836, referred to this measure in the follow- 
ing terms : — 

“ Immediately subsequent to the panic of 1825, which affected 
almost every banking establishment in London as well as the 
country, the Government of that day was unfortunately induced 
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to call upon the Bank of England to relinquish, beyond sixty-five 
miles from London, its exclusive privilege as to the number of 

E 3rs authorized by law to be associated for the formation of 
, in order to enable ministers to frame regulations- authorizing 
the establishment of Joint-Stock Banks throughout all parts of the 
country beyond the limit above specified, thereby virtually de^ 
daring that the existing private banks were unworthy of credit. 
The term ' unfortunate ’ is used ; for perhaps there never was a 
measure more uncalled for by the wants of the community. The 
existing system was intimately connected with the prosperity of 
the country, and was good in all its parts, excepting the power of 
issuing paper-money ad libitum. The change in question laid the 
foundation of a new system to be brought into the field by 
competition in the issue of paper-money, the most prejudicial 
means that could be devised.” afterwards states — 

“ The consideration of the joint-stock system had been, for some 
time prior to the year 1825, forced upon public attention by the 
many failures which had taken place subsequently to 1810 in 
private banking establishments, amounting to more than one 
Imndred and fifty : and as about eighty private banks suspended 
their payments in 1825, the government thought themselves then 
called upon without further delay to endeavour to change the 
system altogether— a sound system of banking being an object of 
the highest importance to the whole community.” 

In the year 1832 several London bankers gave evidence 
before the Bank Charter Committee, respecting the 
establishment of J oint-Stock Banks in London. The fol- 
lowing are extracts from their evidence : — 

Do you think that any Joint-Stock Company can conduct its 
business with the same degree of caution that a private banker 
does ? ” “I think that Joint-Stock Banks are deficient in every- 
thing requisite for the conduct of the banking business, except 
extended responsibility ; the banking business requires peculiarly 
persons attentive to all its details, constantly, daily and hourly, 
watchful of every transaction, much more than mercantile or 
trading business. It also requires immediate prompt decisions 
upon circumstances when they arise, in many cases a decision 
that does not admit of delay for consultation ; it also requires a 
discretion to be exercised with reference to the special circumr 
stances of each case, Joint-Stock Banks being of course obliged 
to act through agents and not by a principal, and, therefore, under 
the restraint of general rules, cannot oe guided by so nice a 
reference to degrees of difference in the character or responsibility 
of parties, nor can they undertake to regulate the assistance to 
be granted to concerns under temporary embarrassment, by so 



20 


THE LOGIC OP BANKING. 


accurate a reference to the circumstances, favourable or unfavour- 
able, of each case.” 

‘‘ You stated that the establishment of Joint-Stock Banks in 
London, governed by bodies of directors, would not be capable 
of giving so much useful and discriminating assistance to traders, 
as private bankers can give ; would you apply that observation 
to the country as well as to London? — No, I think there is a 
great distinction between the country and London business ; in a 
country town, with a limited population, the directors are as well 
able to judge of their customers as a private banker can be, but 
in London I think it is almost impossible for the directors, who 
would be coming in and going out by rotation, to make themselves 
acquainted with the character and circumstances of individuals, 
in ihe same way as private bankers could and do. 1 should draw 
this distinction generally, that you cannot get a director to do 
that for his proprietors, which a private banker would do for 
himself ; but I think that in a countrjr town individuals are so 
well known to each other, that there is no necessity for that 
acquired knowledge, which there is here.” 

3. The spirit of theory has been abundantly manifested 
in many books, pamphlets and speeches, that have appeared 
before the public, from the appointment of the Bullion 
Committee in the year 1810, to the Act for regulating the 
currency passed in the year 1844. 

The following is the theory of the Act of 1844 : — 

“ What, in your opinion, is the sound principle according to 
which the circulation should be regulated ? — A metallic currency, 
I conceive, by virtue of its own intrinsic value, will regulate 
itself; but a paper currency, having no intrinsic value, requires 
to be subjected to some artificial regulation respecting its amount. 
The use of paper currency is resorted to on account of its greater 
economy and convenience, but it is important that tfiat paper cur- 
rency should be made to conform to what a nietallic currency 
would be, and especially that it should be kept of the same value 
with the metallic currency, by being kept at all times of the same 
amount. Now, the influx and efflux of gold is the only sure test 
of what would have been the variations of a metallic currency, 
and, therefore, I conceive that that constitutes the only proper 
rule by which to regulate the fluctuations of a paper currency.” 

The following example is taken from the evidence of a 
witness examined before the Committee on Commercial 
Distress in the year 1848, and it represents generally the 
opinions of the “ Currency Reform Association ” at Bir- 
mingham : — 
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“ In speaking of national paper, you mean paper issued by 
some eorporation like the Bank of England, or some institution 
eorresponding in its functions with the Bank of England? 
Exactly. — Will you state whether I correctly understood you as 
saying that national paper should be issued ad libitum till the 
period when prices were remunerative, and every industrious 
able-bodied man found full employment ? Certainly. — When that 
object had been achieved you would fix your standard at that 
point ? Yes. — Till you had achieved that object, till prices were 
remunerative, and all able-bodied industrious men had employ- 
ment, we sliould have an unlimited issue of paper ? Yes, the only 
reason that I say that, is, that under the present system we have 
so far departed from what is right in the basis, we have liad such 
extraordinary fluctuations, that we cannot now tell wliere we are. 
It is necessary, therefore, to take observations; but the great 
principle is, that the labourer should have his wages, the manu- 
facturer his profit, and that the creditor should have his due ; tliat 
the labourer should have his value for his labour, as well as the 
wealthy man, the creditor, the value for his money. — Do I correctly 
state your views, when T state, that you would propose that 
national paper should be issued without limit, or without any 
reference to anjr metallic standard of value, until that period 
should have arrived when the prices generally should give to 
every able-bodied industrious man full employment ? You correctly 
understand me.” 

With these examples before us we ought, upon every 
Banking question, to be careful to guard our reasonings 
against any undue influence arising from party feeling, 
personal association, or the spirit of theory, and to en- 
deavour at all times to cherish in our minds an inflexible 
love of truth, and a spirit of mental independence. 


SECTION V. 

THE KNOWLEDGE NECESSARY TO THE ART OF REASONING. 

I NEED hardly observe that to reason well, you must have 
common sense. This can be obtained only from Nature. 
While learning will increase your information, extend 
your range of inquiry, and unlock new sources of the 
most refined pleasure, it will not give you common sense. 
Nor does it appear that this common sense is ever much 
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improved by learning. As is the child in this respect, so 
is the man. It is possible to have a strong memory and 
a weak understanding. Fools have become learned and 
still have remained fools. Men of vast erudition have 
shown themselves weak in judgment, even in regard to 
those branches of knowledge in which they have obtained 
distinction — and miserably deficient in the ordinary affairs 
of life. It is only by common sense that we can reason, 
and can judge of the soundness of our reasons. This 
power or faculty of the mind is not sparingly bestowed. 
It is given to almost every man, and to an extent that is 
found adequate for all the functions he is called upon to 
discharge. Common sense has been good sense in ever}" 
age of the world. 

Presuming, then, gentle reader, that you are endowed 
with common sense, I will proceed to show you what 
further is required to enable you to reason well. 

1. To reason well, you must understand the subjects 
that you reason about. 

Go to the market-place, and listen to the conversation 
between the buyers and the sellers. How readily the 
sellers advance arguments to show that their goods are 
very cheap, and how promptly the buyers answer these 
arguments, and strongly argue on the other side. Now 
how is it that these uneducated people are enabled to 
argue so forcibly and so fluently ? It is that they un- 
derstand what they are talking about. And this must be 
the first step in all our reasonings. 

We begin, therefore, by stating clearly what is the 
subject of discussion : and this is called giving a definition 
of it : — 

“ In order to form a definition of anything, we must put forth 
these three acts of the mind : — 

“ First, Compare the thing to be defined with other things that 
are most like itself, and see wherein its essence or nature agrees 
with them : and this is called the aeneral nature or genus in a 
definition : so if you would define what wine is, first compare it 
with other things like itself, as cider, perry, &c., and you will find 
ft agrees essentially with them in this, that it is a sort of juice. 

- “ Secondly, Consider the most remarkable and primary attri- 
bute, property, or idea wherein this thing differs from those other 
things that are most like it ; and that is its essential or specific 
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difference: so wine differs from cider and perry, and all other 
juices, in that it is pressed from a grape. This may be called its 
special nature, which distinguishes it from other juices. 

“ Thirdly, Join the general and special nature together, or 
(which is all one) the genus and the difference, and these make up 
a definition. So the juice of a grape, or juice pressed from grapes, 
is the definition of wine .*’ — Wattses Logic. 

But everything cannot be defined in this formal manner, 
and we may adopt any mode of expression we please, pro- 
vided it will convey to others a correct description of 
what we mean. 

The following are definitions of a Banker and of 
Banking : — 

A banker is a man who has an open shop with proper counters, 
clerks, and books, for receiving other people’s money in order to 
keep it safe, and return it upon demand. 

A banker is a dealer in capital, or more properly a dealer in 
money. He is an intermediate party between the borrower and 
the lender. He borrows of one party, and lends to another; 
and the difference between the terms at which he borrows and 
those at which he lends, forms the source of his profit. By this 
means he draws into active operation those small sums of money 
which were previously unproductive in the hands of private 
individuals; and at the same time furnishes accommodation to 
those who have need of additional capital to carry on their com- 
mercial transactions. 

Banking is both an art and a science. As an art it is a branch 
of trade intimately connected with every man’s business; as a 
science, it forms an important portion of political economy. The 
knowledge of banking as an art, is acquired like that of other 
arts, by serving an apprenticeship, or engaging practically in its 
operations. The knowledge of oanking as a science, may be 
acquired like that of other sciences, by reading, observation, and 
reflection. These two branches of knowledge do not always 
accompany each other. Some, who are practically engaged in 
banking, do not study its principles; while those who have 
written upon its principles, have, for the most part, been political 
economists and statesmen, who were unacquainted with its 
practical details. 

2. To reason well, you must clearly understand what is 
asserted about the subject. 

“ A proposition is a sentence wherein two or more ideas or 
terms are joined or disjoined by one affirmation or negation ; as, 

‘ Plato was a philosopher : Every angle is formed by two lines 
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meeting : No man living on earth can be completely happy.’ 
When there are ever so many ideas or terms in the sentence, yet 
if they are joined or disjoined merely by one single affirmation or 
negation, they are properly called but one proposition, though 
they may be resolved into several propositions which are implied 
therein, as will appear hereafter. 

“ Tliere are three things which go to the nature and constitu- 
tion of a proposition; namely, the subject, the predicate, and the 
copula. 

“ The subject of a proposition is that concerning which any- 
thing is affirmed or aenied : So ‘ Plato, angle, man living on 
earth,’ are the subjects of the foregoing propositions. 

“The 'predicate is that which is affirmed or denied of the 
subject; so ‘philosopher’ is the predicate of the first proposition ; 
‘formed by two lines meeting,’ is the predicate of the second; 
‘ capable of being completely happy,’ the proper predicate of the 
third. 

“ The copula is the form of a proposition ; it represents the act 
of the mind affirming or denying, and it is expressed by the words, 
am, art, is, are, &c. ; or, am not, ait not, is not, are not, &c. 

“ The subject and predicate of a proposition, arc not always to 
be known and distinguished by the placing of the words in the 
sentence, but by reflecting duly on the sense of the words, and 0 )i 
the mind or design of the speaker or writer: as if 1 say, In 
Africa there are many lions, I mean many lions are existent in 
Africa : ‘ many lions ’ is the subject, and ‘ existent in Africa ’ is 
the predicate. It is proper for a philosopher to understand 
geometry : here the word ‘ proper ’ is the predicate, and all the 
rest is the subject, except ‘is,’ the copula.” — Wattses Logic. 

The following quotation contains some important pro- 
positions in reference to Banking : — 

The business of banking consists cliiefly in receiving deposii s 
of money, upon which interest may or may not be allowed ; — in 
making advances of money, principally in the way of discounting 
bills ; — and in effecting the transmission of money from qne place 
to another. Private banks in metropolitan cities are usually the 
agents of the banks in the provinces, and charge a commission on 
their transactions. In making payments many country banks 
issue their own notes. 

The disposable means of a bank consist of — First, the capital 
paid down by the partners, or Shareholders. Secondly, the 
amount of money lodged by their customers. Thirdly, the 
amount of notes they are able to keep out in circulation. Fourthly, 
the amount of money in the course of transmission — that is, 
money, they have received, and are to re-pay, in some distant 
place, at a future time. 
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These disposable means are employed — First, in diseounting 
bills. Secondly, in advance of money in the form of cash credits, 
loans, or overdrawn accounts. Thirdly, in the purchase of 
government or other securities. Fourthly, a part is kept in the 
banker’s till, to meet the current demands. Of these four ways 
of employing the capital of a bank, three are productive, and one 
is unproductive. The discounting of bills yields interest — tiie 
loans, and the cash credits, and the overdrawn accounts yield 
interest — the government securities yield interest— the money in 
the till yields no interest. 

The expenses of a bank may be classified thus : rent, taxes, and 
repairs of the house in which the business is carried on; salaries 
of the officers ; stationer’s bill for books, paper, notes, stamps, 
&c. ; incidental expenses, as postages, coals, &c. 

Tlic profits of a bank are that portion of its total receipts — 
including discount, interest, dividends, and commission — which 
exceeds the amount of the expenses. 

3. To reason well, you must know how to express your- 
self in clear and intelligible language. 

“ Words and terms are either miivocal or equivocal. Univocal 
words arc such as signify but one idea, or at least but one sort of 
thing ; equivocal words are such as signify two or more different 
ideas, or different sorts of objects. The words book, bible, fish, 
house, elephant, nn ay be called univocal words ; for I know not 
that they signify anything else but those ideas to which they are 
generally affixed ; but head is an equivocal word, for it signifies 
the head of a nail, or of a pin, as well as of an animal : nail is an 
equivocal word, it is used for the nail of the hand, or foot, and 
for an iron nail to fasten anything. Post is equivocal, it is a 
piece of timber, or a, swift messenger. A church is a religious 
assembly, or the large fair building where they meet ; and some- 
times the same word means a synod of bishops, or of presbyters ; 
and in some places it is the pope and a general council.” 

“ When we communicate our notions to others, merely with a 
design to inform and improve their knowledge, let us, in the be- 
ginning of our discourse, take care to adjust the definition of 
names, wheresoever there is need of it; that is, to determine 
plainly what we mean by the chief words which are the subject of 
our discourse ; and be sure always to keep the same ideas wlien- 
soever we use the same worc^s, unless we give due notice of the 
change. This will have a very large and happy influence, in 
securing not only others, but ourselves too, from confusion and 
mistake ; for even writers and speakers themselves, for want of 
due watchfulness, are ready to affix different ideas to their own 
words, in different parts of their discourses, and hereby bring 
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perplexity into their own reasonings, and confound their hearers.” 
— Wattses Logic. 

The following examples of ambiguous words are taken 
from the Author’s writings on Banking : — 

Bank. — The building or shop in which this business is carried 
on, is usually called in London a “Banking-house,’’ but in'Seot- 
land, and the country parts of England, it is called a “Bank.” 
The word “ bank ” is also employed to denote the partnership or 
company who carry on the business of banking. Thus we say, 
the Bank of Scotland, the London and Westminster Bank, the 
Bank of Messrs. Coutts & Co. 

The word Bank, being a noun of multitude, may have verbs 
and pronouns agreeing with it in either the singular or the plural 
number, yet not without regard to the import of the term as con- 
veying unity or plurality of idea. In the use of this term the 
following rules are usually observed : — 

1. When any operation or feeling of the mind is ascribed to a 
bank, the verbs and pronouns are placed in the plural — as, “ The 
bank were an.rious to meet the wishes of the public.” “The 
bank have concurred in the measure proposed.” 

2. When a reference is made to a bank merely as an institu- 
tion, the term is considered to belong to the singular — as, “ The 
Bank of Scotland continued the only bank from the date of its 
establishment, in 1695, to the year 1727.” i» 

3. Wiien we notice the rules or habitual acts of a bank, the 
w’ord belongs to the singular~as, “ The Provincial Bank allows 
interest at the rate of two per cent.” “The London and West- 
minster grants interest upon deposits — it does not allow its 
officers to receive Christmas presents from its customers.” 

4. When the word bank is introduced in either the singular or 
the plural number, the same number should be preserved through- 
out the sentence. Hence, the following sentence of Smollett’s is 
inaccurate : “By the same acts the bank was required to advance 
a sum not exceeding 2,600,000/. towards discharging the national 
debt, if wanted, on condition that they should have 5/. per cent, 
for as much as they might advance, redeemed by Parliament.” 

5. When the word bank is used in the singular number, it is 
considered .as a substantive of the neuter gender, and hence is 
associated with the relative pronoun, which ; but when used in 
the plural number, it implies the idea of persons, and has accord- 
ingly the personal relative, who ; as, “ The bank with which he 
kept his account has stopped payment;” or, “The bank with 
whom Jie kept his account have stopped payment.” 

CiKCULATiON. — The word “circulation” means of course the 
amount of notes in the hands of the public. Since the passing of 
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the Act of 1844 tlie word has been sometimes used in a more 
extended sense, so as to include also the notes in the hanking 
department of the Bank of England. By the Act of 1815, it is 
enacted tliat this word shall have the following meaning in Scot- 
land and Ii eland : — “ And be it enacted, That all bank notes shall 
he deemed to be in circulation from the time the same shall have 
been issued from any banker, or any servant or agent of such 
banker, until the same shall have been aetually returned to sueh 
banker, or some servant or agent of such banker.” 

Currency. — Ought Bank Deposits to he regarded as Currency ? — 
We use the word currency as synonymous with the word money, 
and including only coin and notes payable on demand. The am- 
biguity of the word currency is perhaps the main cause of the 
difference of opinions that have been expressed on this question. 
If the word currency include only bank notes and coin, then 
deposits are not currency ; but if the word be extended so as to 
include deposits, then the word currency becomes a generic term, 
and includes various species of currency, as a coin-currency, a 
note-currency, and a deposit-currency. But this alteration in the 
moaning of the word would not make any alteration in the ques- 
tion, whether the deposits performed the same functions as bank 
notes ? 

Convertibility. — Those witnesses who are friendly to the Act 
contend that it has secured the convertibility of the Bank of 
England note, — that this convertibility was endangered in 1825, 
in 1837, and in 1830, and would have been endangered in 1847 
but for this Act. By the phrase “ securing the convertibility of 
the note,” it is not meant that the issue department of the Bank 
of England held a sufficient amount of gold and silver to pay off 
all the notes it had issued. It is obvious that the gold ana silve? 
in hand must always be fourteen millions less than this amount, 
inasmuch as fourteen millions of notes are issued against secu- 
rities. By securing the convertibility of the note,” is meant, 
that the issue department of the Bank of England were in a 
condition to pay off any amount of notes of which payment was 
likely to be demanded for the purpose of exportutg the gold — 
the issue department was always in a condition to meet any 
foreign demand for gold. This is called, securing the conver- 
tibility of the note.” 

Account. — This word may denote a current-account, a 
deposit-account, or a discount-account, or one that combines all 
the three. 
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THE PIIINCIPLES OF REASONING, WITH ILLUSTRATIONS 
FROM THE AUTHOR^S WRITINGS ON BANKING. 

We have said that reasoning is that operation of the 
mind, whereby we infer one proposition from another 
proposition. It is obvious that there must be some con- 
nexion or relation between these two propositions. There 
must be a relation between the proposition containing the 
proof and the proposition which is to be proved. These 
relations are the foundation of all our reasonings. They 
are the principles on which we reason. There must be 
a relation between any doctrine, and the reasons we assign 
for believing that doctrine. There must be a relation 
between any act, and the reason we assign for performing 
that act. If we say. 

Fire will burn, 

Water will drown ; 

here are two independent propositions. They have no con- 
nexion with each other. We can infer nothing from them. 
If we say. Fire will burn, and therefore water will drown, 
we see at once that the reasoning is absurd. Both the 
facts are true, but there is no foundation for the word 
therefore.” One fact is not the cause of the other. But 
if we say, Fire will bum, and therefore do not approach it 
too nearly; water will drown, and therefore do not bathe 
in deep water, unless you can swim ; here the reasoning is 
obvious. Here is a relation or connexion between the 
proposition and the inference. 

The power or faculty by which the mind perceives these 
relations is called common-sense. We cannot explain 
how it is, but so it is. These relations are so numerous 
that we cannot attempt to describe them all. But we 
will specify a few, and discuss them in the following 
order 
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1. The relation of Subject and Attribute. 

2. The relation of a Whole and its Parts. 

3. The relation of Genus and Species. 

4. The relation of Cause and Effect — Physical causes. 

5. The relation of Cause and Effect — Moral causes. 

G. The relation of Cause and Effect — Conditional causes. 
7. The relation of Cause and Effect — Final causes. 


SECTION I. 

THE relation op A SUBJECT AND ITS ATTRIBUTES. 

By attribute we mean generally a quality or circumstance 
which is ascribed to some person or thing ; and the subject 
is THAT to which the attribute is ascribed. To explain : — 

You understand Grammar. You know that a substan- 
tive is .the name of any person, place or thing; and that 
an adjective is a word added to a substantive, to denote its 
quality. Well; for substantive and adjective, say subject 
and attribute, and you will understand pretty clearly the 
topics of the present section. But the word attribute has 
a more extensive meaning than the word adjective. Every 
adjective denotes an attribute ; but sometimes an attribute 
is expressed by a verb, a particle, or by several words put 
together. Often, too, an adjective united to a substantive 
will become a subject. When you say simply, A good 
clerk,” the word clerk” denotes the subject, and ‘‘good” 
denotes the attribute. But when you say, “ A good clerk 
is punctual in his attendance,” the words “good” and 
“ clerk ” united denote the subject, and “ punctual in his 
attendance,” denotes the attribute of the good clerk. What- 
ever you talk about is a subject, and what you say about 
it is an attribute. 

Some attributes are called specific. They belong to the 
subject, and to no other subject. Those are attributes 
chiefly that distinguish one class or species from others. 
Thus man is called a rational animal. Kationality is 
the specific attribute that distinguishes him from other 
animals. The specific attribute is called by logicians, a 
specific difference. 
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Other attributes are called common. They are essential 
to the subject, but they belong also to other subjects. 
Thus, it is an attribute of gold to be yellow. If a metal 
is not yellow, it is not gold. But other things are yellow 
besides gold. The colour yellow is an attribute common 
to many subjects. These common attributes are called 
properties. 

Other attributes are accidental. Whatever attribute 
can he removed from the subject without destroying the 
subject, is considered to be accidental. A hat may be 
white, or black, or made of beaver, silk, or straw ; these 
are accidental attributes, for they all might be changed, 
and yet the subject remain a hat. These attributes are 
called accidents. 

This relation of subject and attribute is a very extensive 
one. Almost everything we see, or hear, or know, is a 
subject, and has some kind of attributes. The usual way 
in which we define or describe anything, is by an enume- 
ration of its attributes. 

You will now observe how the relation of subject and 
attribute is applied in reasoning. 

1. From the presence of the subject, we infer the 
presence of the attribute. Arguments of this kind are 
often expressed in a conditional form. Thus, we may say 
— If this be a magnet, it will attract iron. If this be an 
oyster, it is good for food. If he be a wise son, he will 
obey his fatlier’s instruction. If he be a good father, he 
will attend to the’ education of his children. If he be an 
honest man, ho will pay his debts when he has the power, 
even though his creditors may have given him a legal 
release. 

2. PYom the presence of the specific attribute, or of 
all the common attributes, we infer the presence of the 
subject. You will observe that this rule is the reverse of 
the fonner. By the former rule, from the presence of the 
subject we inferred the presence of the attribute. By this 
rule, from the presence of the attribute, we infer the 
presence of the subject. In the former case we said — This 
is a good tree, therefore it will bear good fruit. In the 
present case we say — This tree bears good fruit, therefore 
it is a good tree. In the same manner, from the language 
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or conduct of an individual, wc should form an opinion of 
his character. So, if we should find a metal having all 
the common attributes of gold, we should know that it is 
gold. This principle is of great use in chemical experi- 
ments. Thus, we know that certain bodies have certain 
affinities for otlier bodies. To ascertain, therefore, whether 
this body be present in any compound substance, we add 
some body, for which the body, whose presence we wish to 
detect, has an affinity, or upon which it produces a known 
effect. There are certain chemical tests which arc in con- 
stant use in such cases. I'lius, the presence of the specific 
attribute shows the presence of the subject. 

3. From the absence of the subject, we infer the absence 
of its specific attribute. Thus we may say — This man is 
not an educated man; therefore he is not qualified to be 
a teacher. This man has had no experience in war; there- 
fore he cannot be qualified to be a general. He has an 
impediment in his speech ; therefore he is not fit for an 
orator. Observe, altliough the absence of a subject shows 
the absence of its specific attribute, it does not prove the 
absence of any of its common attributes or properties. 
For these attributes belong also to other subjects. 

4. From the absence of jui essential attribute, we infer 
the absence of the subject. This rule is the reverse of 
the last. By the last rule we should say — This is ncft a 
good tree ; therefore it will not bear good fruit. By the 
present rule we should say — This tree does hear good 
fruit; therefore it is not a good tree. So it is an attribute 
of mind to think. Matter cannot think, and hence we 
infer that matter is not mind. Again, it is an attribute 
of matter to be divisible ; but mind is not divisible ; hence 
we infer that mind is not matter. 

5. If any two attributes may be ascribed to the same 
•subject, then we may infer that these two attributes are 
not inconsistent with each other. The late Sir Robert 
Peel had a taste for the fine arts, he was also a good man 
of business ; hence we infer that a taste for the fine arts is 
not incompatible with habits of business. Sir Thomas 
Fowell Buxton was a very benevolent man, and yet a 
great sportsman; and hence we infer that benevolent 
feelings are not incompatible with a fondness for field- 
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sports. The law of Moses required the Israelites to treat 
all strangers with justice and kindness, and yet the law of 
Moses allowed the Israelites to receive interest for money 
lent to strangers; we may therefore infer that it is not un- 
just or unkind to strangers to receive interest for the loan 
of money. 

6. If the same attribute can be ascribed to one specified 
subject and not to another, then we may infer that these 
two subjects are different from each other. Thus, if the 
soul of man can reason, and the soul of a brute cannot 
reason, we infer that the soul of a man is different from 
the soul of a brute. If all fever produces thirst, and the 
patient does not suffer thirst, we infer that the patient has 
no fever. “ A spirit hath not flesh and bones ; you see 
that I have flesh and bones ; you see then that I am not a 
spirit.” You will observe that all these conclusions are 
negative. We dent/ that one thing is another, because the 
attribute can be ascribed to one of these things and not to 
the other. 

7. If a subject have certain attributes, we infer that it is 
adapted for the use* to which those attributes are applicable. 
The attributes of a joint-stock bank are, that it has more 
than six partners, that it has an amount of paid-up capital, 
and that on the death or retirement of any of its partners 
their portion of the capital is not withdrawn, but is trans- 
ferred to other parties; and hence we infer that it is a 
safer system of banking for the public than if the partners 
were no more than six, and the death or retirement of any 
partner would cause the withdrawal of his portion of the 
capital. So from the attributes of the precious metals, 
divisibility, durability, and portability, it was inferred that 
they were adapted for the purposes of coin. 

8. The presence of similar attributes in two or more 
subjects shows the probability of their corresponding in 
other attributes. This is called “ reasoning by analogy,” 
which we shall discuss more at length hereafter. 

9. The presence of any attribute shows the absence of 
a conti*ary attribute. This, of course, refers only to acci- 
dental attributes, for an essential attribute cannot be 
absent from its subject. Thus, if the weather be hot, it 
is not cold; if a banker be rich, he is not poor; if 
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avaricious, he is not liberal ; if he have the gout, he is uot 
in good health. 

10. In reasoning upon the relation subsisting between 
subject and attribute, it is always necessary to distinguish 
between those attributes which are essential^ and those' which 
are accidental. For, if we take accidental attributes, and 
argue upon them as though they were essential, our reason- 
ings will be erroneous. Some men of great minds have 
had feeble bodies, but it does not follow that a feeble body 
tends to invigorate the mind. Some men of great intel- 
lectual powers have been addicted to great vices, but it 
does not follow that great vices are a mark of intellect. 
Some good bankers have been uncourteous in their man- 
ners, but it does not follow that want of courtesy is any 
proof of being a good banker. 

11. Erroneous reasonings under this head sometimes 
arise from our omission to take into account some one or 
more of the essential attributes. A tradesman may have 
all the attributes of a good man of business, except that 
he is fond of speculation. A yoimg woman may have all 
the attributes of a good wife, except sweetness of temper. 
A house may have all the attributes of an agreeable resi- 
dence, except that the chimney smokes. A man may 
have all the attributes of an excellent friend, except that 
he cannot keep a secret. Now, in these cases, if you had, 
from a review of the other attributes, come to the conclu- 
sion, ‘‘ That tradesman is worthy of high credit;” ‘‘That 
young woman would make an excellent wife “ That 
house is a most agreeable residence;” “That man is a 
most judicious friend,” you would have formed erroneous 
conclusions. 

12. It may also happen, that wnen we have noticed all 
the attributes, our judgment may be kept in suspense from 
the conflicting character of these attributes. If we have to 
hire servants, those who are most skilled may be deficient 
in sobriety, or, if not deficient in sobriety, they may be 
deficient in industry, or in cleanliness. If we want a 
house, we cannot find one that has all the attributes we 
require. If we wish to emigrate, we can discover no colony 
exactly suited to our circumstances. In these cases we 
must balance the attributes one against the other. Here, 
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a full knowledge of the subject, and plenty of common 
sense, are the best guides. The rules of logic, however, 
will teach us to decide coolly and systematically. The 
best way is that of Dr. Franklin. Write down on paper 
Jiy'st, all the reasons for the affirmative, and then all the 
reasons for the negative. Having all the reasons thus 
before your eyes, weigh them deliberately, and see which 
I)reponderate. 

Let tliine eyes look right on, 

And let thine eyelids look straight before thee , 

Ponder tiie path of thy feet, 

And let all thy ways be established. — Prov, iv. 25, 26. 

The following illustrations of this principle of Keason- 
ing, are taken from the author’s writings on Banking : — 

1. — Attributes of a Banker. 

' To be a good banker requires some intellectual and some moral 
qualifications. A banker need not be a man of talent, but he should 
be a man of wisdom. Talent, in the sense in which the word is 
ordinarily used, implies a strong development of some one faculty 
of the mind. Wisdom implies the due proportion of all the faculties. 
A banker need not be n, poet or a philosopher — a man of science 
or of literature — an orator or a statesman. He need not possess 
any one remarkable quality by which he is distinguished from the 
rest of mankind. He will possibly be a better banker without 
any of these distinctions, it is only necessary that he should 
possess a large portion of that practical quality which is called 
common sense. Banking talent (using the word talent here in 
the sense of adaptation of character to any particular pursuit) 
consists more in the union of a number of qualities, not in them- 
selves individually of a striking character, but rare only in their 
combination in the same person. It is a mistake to suppose that 
banking is such a routine employment that it requires neither 
knowledge nor skill. The number of banks that have failed 
within the last fifty years is sufficient to show that to be a 
good banker requires qualities as rare and as important as 
those which are necessary to attain eminence in any other 
pursuit. 

2. Attributes of the London and Westminster 
,Bank. 

The capital of the bank is 5,000,000/. sterling, in 50,000 shares 
of 100/. each. The sum of 20/. has been paid on each share, so 
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that the paid-up capital is 1,000,000/. sterling. This presents 
the most perfect security to the publie, and gives the bank the 
most ample means for affording to its customers every reasonable 
accommodation. 

The bank has above eleven hundred partners, whose names are 
registered at the Stamp Office, and are printed with the Annual 
Report of the Directors. The advantage obtained by a joint-stock 
proprietary is, that those partners who are customers to the bank 
participate in the profits made by their own accounts. 

Current accounts are received on the same principles as those 
observed by the London bankers. Every person connected with 
the establishment signs a declaration of secrecy as to the accounts 
of individuals. No Christmas boxes or other gratuities are allowed 
to be taken by the officers of the bank. The bank also takes the 
agency of joint-stock banks, private bankers, and other parties 
residing at a distance. 

Parties who are desirous of having current accounts, without 
being under the necessity of keeping a balance, are charged a 
small commission, proportionate to the amount of their trans- 
actions. This extends the advantage of a banking account to 
parties having moderate incomes, or who in the course of their 
business find ample employment for their capital. 

Sums from 10/. to 1,000/. are received on deposit, at a rate of 
interest to be fixed at the time, and they are re-payable upon 
demand, without notice. For these sums, receipts are granted, 
called deposit receipts. By allowing interest on small sums, the 
benefit of the deposit system, as practised in Scotland, is ex- 
tended to all classes of the community. 

Sums of 1,000/. and upwards are also received on deposit 
receipts, upon such terms as may be agreed upon, with regard to 
the rate of interest, and the time of re-payment. Trustees and 
others who have money which they cannot immediately employ, 
may thus obtain interest for it, until an opportunity occurs for its 
permanent investment. Parties may lodge money upon an interest 
account who have no current account, and those who have current 
accounts may transfer any portion of their balance to an interest 
account. 

3. — Attributes op a Countb-t Pb,ivate Bank. 

These banks cannot have more than six partners. They are 
banks of deposit, of loan, and of discount. As banks of deposit, 
they usually allow interest on both deposits and balances of 
current accounts, and charge a commission on the amount of the 
transactions. In commercial or manufacturing districts their 
advances are usually made by way of discount ; in agricultural 
districts, frequently by loans. They remit money by issuing bills 
or letters of credit on London, or they direct their agents to 
make payments to bankers or other parties resident in London. 
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As banks of circulation, they have at various times occupied a 
large portion of public attention, and have been the subject of 
much legislation. 

Those bankers who wish to issue notes must take out a licence, 
which will cost 30/., and must be renewed every year. They 
may re-issue any notes not above the value of 100/. as often as 
they think proper. And should any of the firm die or remove 
from the business, the notes may be issued by the remaining 
partners. But they cannot be re-issued by a new firm, which 
does not include any member belonging to the firm by whom the 
notes were first issued. 

4. — Attributes of Bills of Exchange. 

A bill of exchange is a written order from one person to 
another, directing him to pay a sum of money either to the 
drawer or to a third person at a future time. This is usually a 
certain number of days, weeks, or mouths, either after the date 
of the bill, or after sight ; that is, after the person on whom it is 
drawn shall have seen it, and shall have written on the hill his 
willingness to pay it. The party expresses this willingness by 
writing on the bill the word “ accepted,^* and his name. If the bill 
be drawn after sight, he also writes the date of tlie acceptance. 

The person who draws a bill is called the drawer; the person 
on whom it is drawn is called the drawee : after the bill is ac- 
cepted the drawee is called the accepter. The person who 
indorses a bill is called the indorser ; the person to whom it is 
indorsed is the indorsee. The person who pays a bill is the 
payer ; the person to whom it is paid is the payee. These and 
similar 'terms may be illustrated by a circumstance said to have 
occurred on the cross-examination of a witness, on a trial re- 
specting a mortgage. — Counsellor. “Now, sir, you are a witness 
in this case ; pray do you know the difference between the mort- 
gager and the mortgagee ? ” — Witness. “To be sure I do. For 
instance, now suppose I nod at you, I am the nod-er, and you are 
the nod-ee.” The word discountee, denoting the person for 
whom a bill is discounted, is not used in England, but I observe 
in the parliamentary evidence that it was employed by some of 
the witnesses from Scotland. 

In doubtful cases, the banker, before discounting a bill, will 
probably look through his books, and satisfy himself with regard 
to the following inquiries ; — 

What is the character of the customer ? This inquiry will be 
answered from the Information Book. What is the usual balance 
of his cash accounts? This will be answered by the Daily 
Balance Book. What amount has he now under discount ? This 
will be answered from the Discount Ledger, and will suggest 
other inquiries. Is that amount greater or less than usual? 
What proportion does that amount bear to the average amount 
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of his cash balance ? Is the amount chiefly upon few parties, oi- 
ls it divided among a number ? Have their bills been discounted 
chiefly upon the strength of the customer, or upon the strength 
of other parties ? Are his bills generally paid ? He will then 
proceed to inquire about the other parties to the bill. What is 
the character of the accepter in the Information Book ? What 
is the nature of the transactions between the customer and the 
accepter, as far as can be ascertained ? Has he had any bills 
upon him before, and have they been punctually paid ? Are there 
any bills upon him now running, and how soon will they become 
due ? 

5. — Attributes of Cash Credits. 

A cash credit is an undertaking on the part of the bank to 
advance to an individual such sums of money as he may from 
time to time req^uire, not exceeding in the whole a certain definite 
amount, the individual to whom the credit is given entering into 
a bond with securities, generally two in number, for the repay- 
ment on demand of the sums actually advanced, with interest 
upon each issue from the day upon which it is made. 

Cash credits arc rarely given for sums below 100/. ; they 
generally range from 200/. to 500/., sometimes reaching 1,000/., 
and occasionmly a larger sum. 

A cash credit is, in fact, the same thing as an overdrawn 
current account, except that in a current account the party over- 
draws on his own individual security, and in the cash credit he 
finds two sureties who are responsible for him. Another dif- 
ference is, that a person cannot overdraw his current account, 
without requesting permission each time from the bank ; whereas 
the overdrawing of a cash credit is a regular matter of busi- 
ness, — it is in fact the very thing for which the cash credit has 
been granted. 

6.— Attributes of a Speculation. 

Banks of circulation have also been accused of encouraging a 
spirit of speculation. 

To obtain clear ideas as to the justice of this charge, it will 
be necessary to define accurately tne nature of 'speculation, and 
to view tlie circumstances by which it is governed. 

Between the producer and the consumer of any commodity 
there are generally two or more parties, who are merchants or 
dealers. The demand for any commodity is either a speculative 
or a consumptive demand. The demand by the consumers who 
purchase for immediate use, is always a consumptive demand. 
But if the commodity purchased be not intended for immediate 
use, but is purchased at any given time, merely because the pur- 
chaser apprehends that its price will advance, then is that demand 
a speculative demand. So, if a merchant purchase of a manu- 
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tacturer, or a farmer, such a quantity of commodities as, in the 
ordinary eourse of his trade, he is likely to require, that demand 
may be considered a consumptive demand; but if, in expecta- 
tion of a rise in price, he fills his warehouses with goods for 
which he has no immediate sale, then is that demand a specu- 
lative demand. A speculation, then, is that kind of traffic in 
which tlie dealer expects to realize a profit, not by the ordi- 
nary course of trade, but by the intervention of some fortuitous 
circumstance that shall change the price of the commodity in 
which he deals. 

A speculation in any commodity, therefore, is occasioned by 
some opinion that may be formed of its future price. It is well 
known that the price of commodities is governed by the propor- 
tion that may exist between the supply and the demand. What- 
ever increases the supply, or diminishes the demand, will lower 
the price; and, on the contrary, whatever diminishes the supply, 
or increases the demand, will advance the price. The greater 
part of our food, and the materials of most of our clothing, are 
produced by the seasons ; and the quantity produced in each year 
depends, in a great degree, upon the most uncertain of all 
things, — the weather. Here, then, is a wide field for speculation. 
If our food, like the manna in the wilderness, were supplied to us 
day by day, in exactly tlie quantity that each individual required, 
it would furnish no subject for speculation. But as long as the 
seasons are variable in the quantity of their productions, so long 
will speculation exist. Many commodities, too, besides being 
infiueuced by the seasons, are influenced by several other circum- 
stances, — as a state of peace or war, — the opening of new 
markets,---the discovery of cheaper modes of production, — or the 
substitution of a rival commodity ; all these circumstances have 
an effect upon price, and the dealer who buys or sells any com- 
modity in expectation that an alteration in price will be produced 
by such causes, is a speculator. 

Now, it is obvious that no system of banking can prevent 
speculation, and that speculations would be formed, even were 
there no bank in existence. We learn from Holy Writ, that the 
owners of corn sometimes refused to sell, in expectation of an 
advance of price. These were speculations, though Judea had 
neither banks nor paper money. If it be said that the country 
banks are the cause of speculation, I will ask how it is that 
speculations exist in countries where there are no country banks ? 
If it be said that the issuing of country notes is the ^ cause of 
speculation, I will ask how it is that Liverpool is the most 
speculative place in England, although the Liverpool bankers do 
not issue notes? If it be said that the speculations of 1825 
were produced by the country banks, I will ask, what produced 
similar speculations in 1720, when there was not a single country 
bank in the kingdom F 
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SECTION II. 

THE RELATION OF A WHOLE AND ITS PARTS. 

You miiKSt observe that some ideas have no parts. Such 
are many attributes. The colours green, red, blue, have no 
parts ; nor have the tastes sweet, sour, bitter, &c. ; nor the 
sounds, loud, sharp, shrill, <fec. ; nor the various smells. 
The things that have parts arc subjects having attributes. 
Such are all animals, all vegetables, all material objects, 
and all particles of matter, and all mechanical instruments, 
of every kind. An animal may be divided into head, 
trunk, and limbs. A tree may be divided into root, trunk, 
branches, leaves, and fruit. A steam-engine may be divided 
into the several parts of which it is composed. A day may 
be divided into hours. A book may be divided into parts, 
or chapters, and those parts or chapters may be subdivided 
into sections or verses. An art or science may be divided 
into parts. Political economy may be divided into pro- 
duction, distribution, interchange, and consumption. The 
business of a manufactory may be divided into its various 
operations. A cotton manufacture may be divided into 
the departments of spinning, weaving, dyeing, and printing. 
A pound sterling may be divided into shillings, and each 
shilling into pence. A bushel may be divided into gallons, 
and each gallon into quarts and pints. A mile may be 
divided into furlongs, and each furlong into yards. A ton 
weiglit may be divided into hundreds, and these into pounds 
and ounces. A palace may be divided into apartments. 
A house may be divided into rooms. A farm may be 
divided into acres. 

We shall consider the relation between a whole and its 
parts, with reference to arithmetical numbers, physical 
objects, and moral ideas. 

1. With regard to arithmetical number. 

Any arithmetical number may be divided into as many 
parts as it contains units; and again, a unit may be divided 
into any number of fractional parts. It is obvious, that 
all the parts into which any number is divided must, when 
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added together, be equal to the whole number. A sove- 
reign is equal to twenty shillings ; if, then, you receive in 
exchange for a sovereign only nineteen shillings, you will 
infer that you have not the whole. A pound weight is 
equal to sixteen ounces ; if, then, in buying a pound of tea, 
or of sugar, you get only fifteen ounces, you will infer that 
you have not the whole. 

Again, if two numbers that are equal to one another be 
multiplied respectively by any number, the products will 
be equal. If one Indian rupee be equal to one shilling 
and tenpence, you will infer that twenty rupees will be 
equal to twenty times gne shilling and tenpence. So 
also — 

If equal numbers be added to equal numbers, the totals 
will be equal. 

If equal numbers be subtracted from equal numbers, 
the remainders will be equal. 

If equal numbers be divided by equal numbers, the 
quotients will be equal. 

These maxims are too obvious to require any illustration. 
They form the foundation of much of our reasoning with 
regard to figures and quantities. 

Addition, subtraction, multiplication and division are 
the four operations with regard to numbers, and these 
operations are often called into exercise, not only with 
regard to our physical, but also with regard to our moral 
reasonings. 

If you are a clerk in a public office, and are behind your 
time a quarter of an hour every morning, that will amount 
in three hundred days to seventy-five hours ; more than 
equal at six hours a-day to a holiday of twelve days in the 
course of the year. A large number of small parts will 
make a great whole. 

The following anecdote proves, by multiplication, the im- 
portance of punctuality : — 

“ A iTieniber of the Committee being a quarter of an hour 
behind the time, made an apology, saying, the time passed away 
without his being aware of it. A Quaker present said— ‘ Friend, 
I am not sure that we should admit thy apology. It were matter 
of deep regret that thou shouldest have wasted thine own quarter 
of an nour; but there are seven besides thyself, whose time tliou 
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hast also consumed, amounting in the whole to two hours — and 
one-eighth of it only was thine own property.’’ 

Parties who keep omnibuses or other public conveyances 
waiting for them, should recollect that they are sporting 
with the time of all the other passengers. 

While wo multiply in order to prove the importance of 
an object, we use division vilien we wish to produce a con- 
trary impression. Mr. Norman, the Bank Director, pub- 
lished a pamphlet to show the lightness of our taxation. 
He divided the total amount of the taxes by the total 
number of the population ; and he inferred that the taxa- 
tion was light from the small average amount paid by 
each individual. 

2. We shall next consider this principle of the whole and 
its parts with reference to physical objects. 

By physical objects wo mean objects known to the 
senses, — such as relate to what is called natural pliilosophy. 
By chemistry we ascertain what are the parts of which these 
objects are composed. And hence we infer the purposes 
to which they may be applied. Thus, we learn that cer- 
tain substances may be employed as medicines; and we 
discover the effects of particular kinds of food. 

The relation of a whole and its parts has sometimes a 
reference to questions in political economy. 

“ Let us now observe how the value of a commodity resolves 
itself into three component parts. Take for instance a load of 
hay ; its price pays first the wages of the labourer who cut down 
the grass and made it into hay — then the profits of the farmer 
who sells it, — and lastly, the rent of the field in which it grew. 
This, therefore, constitutes the whole cost of production of the 
load of hay, and may be called its natural value.” — Mrs. Marcet. 

3. We shall now consider the application of this prin- 
ciple to moral ideas. 

The word moral is not used here in its ethical sense, as 
opposed to immoral, but as opposed to physical. We 
cannot divide these ideas into parts so readily as we can 
divide ' arithmetical numbers, or separate the parts of a 
material substance. Hence we often use the words imply 
or include j in order to denote the simple ideas of which 
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they are composed. So gratitude includes a consciousness 
of favours received — a disposition to acknowledge them on 
proper occasions — and a resolution to return them when 
an opportunity occurs. Honour includes a regard to truth 
in words — humanity and generosity iii actions — candour 
and forgiveness in thought, and resentment of insult or 
affront. 

The following illustrations of this principle of Keasoning, 
are taken from the author’s writings on Banking: — 

1.— Parts of Coins. 

Tlie calculations which refer to the transmission of gold from 
one country to another, are very important. To these we will 
now refer. 

In England the precious metals arc weighed by the pound 
Troy. T^ie following is the table : — 

24 Grains make 1 Pennyweight. 

20 Pennyweights 1 Ounce. 

12 Ounces 1 Pound. 

Standard gold is what is called 22 carats fine ; that is, 22 parts 
of pure gold arc mixed with 2 parts of alloy. This alloy consists 
chiefly, we believe, of copper. Our silver coins have 18 penny- 
weights of alloy in the pound. 

A pound weight of gold is coined into 44-^- guineas, and in the 
same proportion for sovereigns. An ounce of standard gold is 
worth 3/. 175. 102^/.; being the twelfth part of 46/. 145. 66/., 
the value of a pound weight of gold. 

A pound weight of silver is coined into 66 shillings ; and in 
the same proportion for crowns, half-crowns, and sixpenny 
pieces. 

1 lb. avoirdupois of copper is coined into 24 pence — equal to 
240/. out of a ton. The old pennies weighed exactly an ounce 
avoirdupois ; so that in buying an ounce of any commodity, a 
poor man might, if he thought he had short weight, use a penny 
piece for the weight. Eor some years past, the penny has been 
only two-thirds of an ounce. 

The Money Table of the United States stands thus : — 


10 Milles make 1 Cent. 

10 Cents IDime. 

10 Dimes 1 Dollar. 

10 Dollars 1 Eagle. 
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The following is the Table for East India Money : — 

12 Pice make 1 Anna. 

16 Annas 1 Rupee. 

100,000 Rupees 1 Lac. 

100 Lacs 1 Crore. 

Taking the rupee at 2^., a crore of rupees is equal to 1,000,000/. 
sterling. A lac is, of course, 10,000/. The figures expressing 
Indian money are not easily understood by Europeans. The 
capital of tlie Bank of Bombay is staled at 52,25,000 rupees, 
and the capital of the Bank of Bengal at 1,10,13,580 „ 1 „ 7. 
These figures should be res[)ectively read thus : — Eifty-two lacs, 
twenty-five thousand rupees — One crore, ten lacs, thirteen 
thousand five liundred and ciglity rupees, one anna, and seven 
pices. 


2. — Parts of Banking among the Romans. 

Their mode of transacting business was somewhat similar to 
that which is in use in modern times. Into these houses the state 
or the men of wealth caused their revenues to be paid, and they 
settled their accounts with their creditors by giving a draft or 
cheque on the bank. If the creditor also had an account at the 
same bank, the account was settled by an order to make the 
transfer of so much money from one name to another. To assign 
over money, or to pay money by a draft, was called perscribere 
and rescrihere ; the assignment or draft was called attnhutio. 
These bankers, too, were money-changers. They also lent money 
on interest, and allowed a lower rate of interest on money depo- 
sited in their hands. In a country where commerce was looked 
upon with contempt, banking could not be deemed very respect- 
able. Among most of the ancient agricultural nations, there was 
a' prejudice against the taking of interest for the loan of money. 
Hence the private bankers at Rome were sometimes held in dis- 
repute, though those whom the government had established as 
public cashiers, or receivcrs-gcncral, as we may term them, held 
so exalted a rank that some of them became consuls. 

The Romans had ^\so loan banks, from which the poor citizens 
received loans without paying interest. We are told that the 
confiscated property of criminals was converted into a fund by 
Augustus Caesar, and that from this fund sums of money were 
lent without interest to those citizens who could pledge value to 
double the amount. The same system was pursued by Tiberius. 
He advanced a large capital, which was lent for a term of two 
or three years to those who could give landed security to double 
the value of the loan. Alexander Severus reduced the market 
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rate of interest by lending sums of money at a low rate, and by 
advancing money to poor citizens to purchase lands, and agreeing 
to receive payment from the produce. 

3. — Parts of the Business or Modern Banking. 

Tlie exchanging of money, the lending of money, the borrow- 
ing of money, the transmitting of money, are the four principal 
branches of the business of modern banking, and in most coun- 
tries they seem to have taken their rise in the order in which 
they are here named. 


A division of labour among banking institutions is by no 
means a new idea. There is scarcely any bank that carries on 
every branch of the business of banking. The dealing in foreign 
exchanges, which form so large a portion of the business of Con- 
tinental bankers, is quite unknown to English bankers ; it is con- 
fined to merchants, or to large monied houses, like the Messrs. 
Rothschild. In London, the W est-end bankers, as Messrs. Coutts 
and Messrs. Drummond, do not discount commercial bills, but 
confine their advances to mortgages, as their connexions lie 
chiefly among the aristocracy; while the city bankers look on 
mortgages with horror, and make their advances by the discount 
of bills and short loans on personal security. Loan Banks, or 
Monts de Piete, have been in existence for several centuries as 
a distinct branch of business, and loan societies are now sanctioned 
with us by Act of Parliament. Some London bankers do not 
take the agency of country banks, while the agency of colonial 
and foreign banks is often taken by mercantile houses, who carry 
on no other part of the business of bankers. I might add to 
these illustrations, but these are enough to show that division 
of labour among banking institutions is accordant, with every-day 
practice, and therefore the new exchange banks, in marking odt 
for themselves a particular line of conduct, cannot be charged 
with any deviation from acknowledged principles. 


The advocates of one bank of issue seeip to think that they 
strengthen their cause prodigiously by contending that the issuing 
of notes is no part of the business of banking. Hence they use 
the phrase “ country issuers,” not country banks. Arguments, 
founded on verbal distinctions, are seldom worthy of a serious 
refutation. Bankers, and none but bankers, have issued notes in 
this country for the last one hundred and fifty years. It seems, 
therefore, very natural to suppose that the issuing of notes is a 
part of their business. But were it otherwise, lipw would that 
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prove the propriety of establishing a sole bank of issue. The 
argument stands thus — the Legislature ought to establish one 
bank of issue, because the issuing of notes is no part of the 
business of a bank. How very profound ! 


Another argument is, that the profit of a paper circulation 
belongs to the nation, and this profit can be most advantageously 
realized by the establishment of a sole bank of issue. Upon a 
practical question abstract reasoning is out of place. We will 
not discuss the question of national right; but at once admit 
that, should Her Most Graciofis Majesty, by and with the advice 
of her Lords spiritual and temporal, and her faithful Commons 
in Parliament assembled, determine to take upon herself the sole 
power of issuing notes against securities and gold, and exchang- 
ing notes for gmd, she has a perfectly constitutional right so to 
do. But we very much question whether this would be the plan 
the best adapted for bringing a large sum into the royal 
treasury. 

4. — Parts op the Trading Capital op a Bank. 

Banking is a kind of trade, carried on for the purpose of get- 
ting money. The trade of a banker differs from other tracles, 
inasmuch as it is carried on chiefly from the money of other 
people. 

The trading capital of a bank may be divided into two parts : 
the invested capilal, and the banking capital. The invested 
capital is the money paid down by the partners for the purpose 
of carrying on the business. This may be called the real capital. 
The banking capital is that portion of capital which is created 
by the bank itself in the course of its business, and may be 
called the borrowed capital. 

There are three ways of raising a banking or borrowed capital: 
first, by receiving deposits; secondly, by the issuing of notes; 
thirdly, by the drawing of bills. If a person will lend me 100/. 
for nothing, and I lend that 100/. to another person at four per 
cent, interest, then, in the course of the year, I shall gain 4/. by 
the transaction. Again, if a person will take my “promise to 
pay/’ and bring it back to me at the end of the year, and pay me 
four per cent, for it, just the same as though I had lent him 
100 sovereigns, then I shall gain 4/. by that transaction ; and 
again, if a person in a country town brings me 100/. on con- 
dition that, twenty-one days afterwards, 1 shall pay the same 
amount to a person in London, then, whatever interest I can 
make of the money during the twenty-one days, will be my 
profit. This is a fair representation of the operations of banking, 
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and of tlic way in which a banking capital is created by means of 
deposits, notes, and bills. 


In all countries where capital has accumulated, there is a class 
of men who become dealers in capital. They are not themselves 
engaged in trade, but they furnish merchants and traders with 
such temporary supplies of capital, as they may occasionally or 
periodically require. These men are styled bankers. It is their 
business to economise the national capital — to increase the rapidity 
of its circulation — and thus to render it more productive. In a 
district where there is no banker, a merchant or trader must 
always keep by him a sum of money adeciuate to meet any sudden 
demand. But when a bank is established,^ he need not retain 
this sum. lie may trade to the full amount of his capital, and if 
he should have occasion for a temporary loan, he may obtain it by 
way of discount from the bank. Thus the productive capital of 
tin's country is increased. The banker is a depository of capital. 
He is like the lly-whecl of an engine, lie citlicr receives or com- 
municates power, as the occasion may require, and thus main- 
laius the firmness and increases the clficiency of the machinery of 
commerce. 

Bankers are not merely lenders of capital — they are dealers in 
capital. They borrow of those who wish to lend — they lend to 
those who wish to borrow. The borrowing of capital is effected 
by the system of deposits. Not merely merchants and traders, 
but persons out 'of trade; noblemen, gentlemen, farmers, and 
others, have usually in their possession small sums of money, which 
they keep by them to meet their occasional expenses. — When a 
bank is established in their neighbourhood, they lodge the sums 
of money upon interest with the bankers. Individually they 
ipay be of small amount, but collectively they make a considerable 
sum, which the banker employs in granting facilities to those 
who are engaged in trade and commerce. Thus, these little 
rivulets of capital are united and form a powerful stream, which 
propels the wheels of manufactures, and sets in motion the 
machinery of industry. 

Bankers also employ their own credit as capital. — They issue 
notes, promising to pay the bearer a certain sum on demand. As 
long as the public are willing to take these notes as gold, they 
produce the same effects. The banker, who makes advances to 
the agriculturist, the manufacturer, or the merchant, in his own 
notes, stimulates as much the productive powers of the country, 
and provides employment for as many labourers, as if, by means 
of the philosopher’s stone, he had created an equal amount of 
solid gold. It is this feature of our banking system that has 
been most frequently assailed. It has been called a system of 
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fictitious credit — a raising the wind — a system of bubbles. Call 
it what you please, we will not quarrel about names ; but by 
whatever name you please to call- it, it is a powerful instrument 
of production. If it be a fictitious system, its effects are not 
fictitious ; for it leads to the feeding, the clothing, and the em- 
ploying of a numerous population. If it be a raising the wind, it 
IS the wind of commerce, that bears to distant markets the pro- 
duce of our soil, and wafts to our shores the production of every 
climate. — If it be a system of bubbles, they are bubbles which, 
like those of steam, move the mighty engines that promote a 
nation’s greatness and a nation’s wealth. 

Thus a banker in three ways increases the productive powers of 
capital. First — he economises the capital already in a state of 
employment. Secondly — by the system of deposits, he gives em- 
ployment to capital that was previously unproauctive. Thirdly — 
by the issue of his own notes he virtually ci eates capital by the 
substitution of credit. 

Banking promotes the prosperity of the country, chiefly by in- 
creasing the amount and efficiency of its capital. In the history 
of commerce we find no principle more firmly established than 
this — that as the capital of a country is increased, agriculture, 
manufactures, commerce, and industry will flourish; and when 
capital is diminished, these will decline. The man who attempts 
to annihilate any portion of the capital of the country in which he 
dwells, is as forgetful of his own advantage as the miller who 
should endeavour to dry up the mountain-stream which turns the 
wheels of his machinery, or the farmer who should desire to in- 
tercept the sun and the showers w^hich fertilize his fields. 

5. — The Division of Labour. 

There is scarcely any principle of higher practical value to a. 
community than that of the division of labour. This principle is, 
indeed, so obvious in its application and its results, that it is in 
some degree acted upon even in the rudest state of society ; but 
it is only under the influence of advancing civilization, that its 
importance becomes fully developed. Then the industry of each 
individual becomes limited to nearly one operation, and the 
various branches of human labour are gradually distributed into 
independent trades. 

There is no mystery in the action of this principle. It is 
founded upon general experience, by which we know that when 
the mind is concentrated upon a single pursuit, it will accomplish 
its purpose more completely than if its energies were scattered 
and diverted amongst a variety of pursuits; and that the frequency 
of performing the same operation produces a promptitude and 
facility in its performance which cannot otherwise be attained. 
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These maxims are quite as apj>licable to commereial and intel- 
leetual operations, as to those wliich are purely manual : and, as 
we have already observed, they become more fully carried into 
practice as civilization advances. With the improvement of 
society, trades are multiplied. An increased number of trades 
denotes an improvement in our social system ; and any attempt 
to unite two or more distinct trades must be regarded as a retro- 
grade movement towards barbarism. 

In the less improved state of society, banking was carried on 
in conjunction with other trades. The Lombard bankers were 
general merchants. The “ new-fashioned bankers,” the pre- 
decessors of the London bankers, were goldsmiths. But in the 
present day the opinion has been gaining ground, that a banker 
should be a banker, and nothing but a banker. 

The violation of this principle was one great cause of the 
failure of so many of the private country banks. The private 
bankers were corn merchants, manufacturers, shopkeepers, &c., 
as well as bankers. The trading concern usually absorbed all 
the funds of the banking concern ; the bank became the instru- 
ment of trading speculation ; the trading speculation failed, and 
brought down the bank. Wc believe it will be found that in 
most cases this was the cause of the failures of the country 
bankers. They failed as traders, not as bankers. The indi- 
vidual who embarks in both undertakings is generally a bad 
banker and a bad trader. Excellence cannot be attained in 
either character, but by confining the attention and the energies 
to one class of operations. One of the most striking advantages 
which the joint-stock banks possess over the private bankers is, 
that the deed of partnership in most cases contains a clause which 
prohibits the company from engaging in any other business than 
banking. 

Convinced as we are of the importance of this principle, wc 
regret to see any departure from it either at home or abroad. 

The Americans are frequently guilty of this erroneous conduct. 
Many of their banks are connected by their charters with canals 
or other public works ; sometimes even with branches of manu- 
facture.' To such an extent is this carried, that wc have heard of 
one instance in which a charter conferred upon a certain company 
the privilege of banking, and of extracting sugar from beet-root ! 
In a country where sucii absurdities are permitted to take place, 
it is not surprising that the bank of the United States should be 
found engaging extensively in the purchase and exportation of 
cotton. They will, no doubt, contend that they are justified in 
this strange union of callings by tKe example of other banks, and 
that it is done to promote the national walfare by influencing 
the foreign exchanges. But no defence is admissible. A bank 
should be nothing but a bank. A departure from sound principle 
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can never be justified on the ground of expediency, even when 
that expediency can be clearly proved. If the conduct of 
'public bodies is to be governed by the expediency of the moment, 
of what use are principles ? and what general rules can be laid 
down for their government ? 

Every act of interference on the part of a bank with any 
business ordinarily carried on by other agents, we consider as a 
departure from this jirinciple; and we think it may be questioned 
whether the exportation of gold to America by the Bank is not 
an operation of this description. The exportation and importa- 
tion of the precious metals have hitherto been carried on by in- 
dividual merchants. Gold, like any other commodity, will always 
find its way from the place where it is abundant to the place 
where it is in demand. Merchants are always watchful of these 
variations in its value, and regulate their proceedings accordingly. 
The interference of the Bank of England in this branch of traffic 
seems, therefore, to be not only unnecessary, but to involve a 
direct violation of the principle for which we are contending. 


SECTION III. 

THE RELATION OP GENUS AND SPECIES. 

This relation is founded upon the act of classification. 
Let us take a tree. There are many kinds of trees, as the 
oak, the elm ; and there are a great number of oaks and 
elms. Here, then, a tree is the genus ; oak, elm, are the 
species; and a particular oak or elm that we may happen 
to see, is an individual. 

In all the branches of natural history, classification is 
very generally introduced. It is a rule, that the genus 
can always he predicated of each species. Thus we can say, 
an oak is a tree, an elm is a tree, a vine is a tree 
This shows that tree is a genus, and that oak, elm, and 
vine, are species under that particular genus. We may 
say, a horse is an animal, an ox is an animal, a dog is an 
animal. This proves that animal is a genus, and that dog, 
horse, and ox, are species under that genus. Each species 
may again be divided into inferior species, as there are 
various kinds of dogs, horses, and oxen. 

Genus and species have a reference to moral ideas, as 
well as to physical ones. Thus we may say, industry is a 
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virtue, frugality is a virtue, teni 2 )eraucc is a virtue. This 
shows that virtue is a genus, and that frugality, industry, 
and temperance, are its species. 

You will observe that, although I call this, for brevity 
sake, the relation of genus and species, you must always 
remember that, while a genus may be divided into species, 
each species may again be subdivided into individuals. I 
use these words, genus and species, being words in common 
use, to express the general idea of classification. The word 
genus denotes a large class — the word s})ecies a small class 
included in the large class. This small class may some- 
times be again subdivided into smaller classes, and an 
individual is a single thing forming a i)art of the smallest 
class. It is clear that any single thing included in a 
smaller class must be included in a larger class. This is 
the foundation of all our reasonings from the relation of 
genus and species. 

1. The mode of reasoning from genus and species is 
merely to show that a certain species is ju’operly classed 
under a certain genus, and then to affirm or deny of the 
species what you may affirm or deny of the genus. 

Thus you may say. All fruit is useful to health : the 
apple is a kind of fruit, therefore the apple is useful to 
health. I may observe that this principle of reasoning 
from genus to species is the only kind of reasoning in 
which you gain anything by placing it in the form of a 
syllogism. And here, mind, the argument gains nothing 
in point of strength, but sometimes it gains in point ol 
clearness j or, at least, it gives a clearer statement of the 
meaning of the reasoner. We will here present the reader 
with a few examples: — 

Bills having more than three months to run will not be dis 
counted at the Bank 

This bill has more than three months to run. 

Therefore this bill will not be discounted at the Bank. 

A banker should never advance money on dead securities. 

Mortgages are dead securities. 

Therefore a banker should never advance money on mortgages 

All the notes of the Bank of England issued at the branche 
are payable also in London. 

Tnis note was issued at the Birmingham Branch. 
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Therefore the payment of the note may be demandeci either at 
Birmingham or in London. 

No clergyman can be a director of a trading company. 

A Joint-Stock Bank is a trading company. 

Therefore no clergyman can be a director of a Joint-Stock Bank. 

2. The application of a general principle to a particular 
case, is another mode of reasonings from the relation of 
genus and species. 

In the application of general proverbs we reason from 
the relation of genus and species. 

Thus, “ Honesty is the best policy.” Therefore, when a 
public company has sustained losses, it is the best policy to 
announce them in its annual report to the shareholders, as 
that is the most honest procedure. This is one of the 
numerous cases to which this maxim may be applied. Dr. 
Franklin describes several specific characters under the 
genus that they paid too dear for their whistle.” And in 
daily life we meet with people to whom is applied the 
maxim, that ^Hhey have too many irons in the tire;” or 
that “ they carry too many eggs in one basket;” or that 

they are penny wise and pound foolish.” In these cases 
the proverb is regarded as the genus, and the particular 
case to which it is applied is the species. This will appear 
the more evident if placed in the form of a syllogism. 

It is unwise to have too many irons in the fire. 

The man who carries on more trades than he can attend 
to, has too many irons in the fire. 

Therefore, the man who carries on more trades than he 
can attend to, acts unwisely. 

Rules and examples in any art or science sustain the 
relation to each other of genus and species. 

Take the following general rule in grammar from Lindley 
Murray : — Two or more nouns, Ac. in the singular 
number joined together by a copulative conjunction, 
expressed or understood, must have verbs, nouns, and 
pronouns agreeing with them in the plural number.” 
Here is the general rule. Now, when we meet with two 
or more nouns, joined together in the manner stated, we 
apply the rule, and if we find that the verbs, nouns, and 
pronouns agreeing with them are put in the plural number, 
we infer that the sentence is grammatical ; but, if other- 
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wise, we^say the sentence is ungrammatical. Now then, 
try by this rule the following sentences : — Socrates and 
Plato were wise; they were the most eminent ])hilosophers 
of Greece.” Here the rule is observed. “ And so ivas also 
James and John, the sons of Zebedee, who were partners 
with Simon.” Here the rule is violated. 

You perceive then that the application of any general 
rule to a particular case^ is a logical process^ and forms an 
argumciit on the principle of genus and species. I may 
also observe, that although in teaching an art systema- 
tically, we lay down our rules first, and then give the 
examples, yet, in the practical operations of teaching, espe- 
cially ill conversation, it is usually best to state the example 
first, and then state the rule as a deduction from the 
example. Indeed, most general rules were probably in the 
first instance deduced from examples. Men did not invent 
grammar first, and then learn to speak, but speech existed 
before grammar. The same remark may be applied very 
extensively. Poets existed before critics, and the practical 
arts before the sciences. 

3. Under this head of genus and species we may place 
reasoning from the definition. 

The genus and the specific difference, as wo have already 
stated, are joined together to make a formal definition. 
Thus, in the example quoted from Dr, Watts, at page 22, 
juice is the genus, and pressed from grapes the specific 
difierence, and those together, the juice of the gTaj)e, is the 
definition of wine. A definition formed in this way by the 
union of the genus and the difference, is called by scho- 
lastic logicians a formal definition. We cannot always 
obtain a definition of this kind, but when we can do so, 
we may reason from it in various ways. 

We may infer that everything to which this definition . 
will apply are so many species under this generic term. 
Thus, port, sherry, claret, champagne, being all juices of 
grapes, are so many species of wine. All subjects will 
not, as we have said, admit of this formal definition. But 
you may generally commence your definition by stating 
the genus or general nature. Thus, if asked what is justice, 
you may say it is ^‘a moral virtue.” This is the genus. 
And then you may state wherein it differ b from other 
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moral virtues, as temperance, cleanliness, patience, (fee,; 
and you may say, justice is a moral virtue which consists 
in giving to every one his due. Now, having got a defi- 
nition, you may consider it as a species, and affirm of it 
what you may affirm of the genus. Thus, having defined 
justice to be a moral virtue, you may infer that it ought 
to be cultivated, inasmuch as all the moral virtues ought 
to be cultivated. Then you may consider the definition 
as a general principle applicable to individual cases. And 
as the specific difference of justice consists in giving to 
every one his due,” you will infer that a master who 
defrauds his servant of his wages, a tradesman who cheats 
his creditors, a slanderer who speaks ill of worthy men, 
a magistrate who punishes the innocent, or who lets the 
guilty go free, does not act consistently with justice, as 
these parties do not give to every one his due. 

4. We may observe, that all arguments formed on the 
relation of subject and attribute may also be brought 
under the relation of genus and species. 

All subjects may be distributed into classes, according 
to their attributes. Thus, some horses are of a grey colour. 
Now, we may consider grey as an attribute of the horses, 
or we may consider grey horses as forming a class, and our 
reasonings will be substantially the same, though, perhaps, 
changed in regard to form. Let us take an example from 
Dr. Watts : — 

‘‘No liar is fif, to be believed. 

Every good Christian is fit to be believed. 

Therefore, no good Cliristian is a liar.’’ 

Here the words “ fit to be believed ” express an attri- 
bute, and, as this attribute will not apply to both the 
subjects, we infer that these subjects are different. See 
page 32, No. 6. 

But let us suppose that these words ‘‘fit to be believed” 
denote a class, then the argument will stand thus : — 

“ No man who is fit to be believed is a liar. 

Every good Christian is fit to be believed. 

Tiierefore, no good Christian is a liar.” 

Here “fit to be believed” denotes a class of persons, 
and “ a good Christian ” is one of that class. 
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5. So, arguments founded on the principle of cause and 
effect may be brouglit under the principle of genus and 
species. 

A good education is highly valuable, for it softens the 
manners, and ameliorates the dispositions of the heart.” 
Here is tlie relation of cause and effect. But a scholastic 
logician would not be satisfied with the argument in this 
form, but would turn it into genus and species. This is 
done by making the effect a genus, and the cause a species, 
thus : — 

“ Everything that softens the manners, and ameliorates 
the disposition of the heart, is highly valuable. 

But a good education softens tiie manner and amelio- 
rates the disposition of the heart. 

Therefore, a good education is highly valuable.” 

You will observe, that this relation of genus and species 
does not strengthen your argument. It rather weakens 
it ; or, at least, it widens the field of objection. An op- 
ponent might deny your first proposition. He might say, 

I do not admit that everything that softens the manners 
and ameliorates the disposition of the heart is highly 
valuable. For there are some things that produce these 
effects, but at the same time produce other effects of a 
dangerous character. Such things, for instance, it might 
be said, are theatrical exhibitions.” Here you see a new 
field of argumentation is at once thrown open. Had you 
stuck to your original principle of cause and effect, you 
would have been on safer ground. It is never advisable 
in argumentation to put yourself in a position to bo called 
upon to prove the affirmative of a universal proposition. If 
a siugle exception can be adduced, your proposition is re- 
futed, and your argument is overthrown. 

It is generally best to argue from those principles of 
reasoning which arise from the relation of the things 
themselves, and not to attempt by mere verbal changes to 
bring your reasonings under a different principle. You 
should be on your guard against this practice, lest you fall 
into that system of scholastic logic which refers only to the 
use of words, and leaves unnoticed the nature of things. 

6. We reason erroneously from the relation of genus 
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and species, when we place under the genus several species 
that do not belong to it, and then assert of each species 
what may be truly asserted of the genus. 

Mrs. Opie, who had previously become a member of the 
Society of Friends, published a book entitled, Illustra- 
tions of Lying in all its Branches.” Under the class of 
practical lies,” she places the practice of wearing false 
hair. This we think is an erroneous classification; for 
if we use the word liar in the sense in wliich it is usually 
employed, the wearer of false hair is not a species of that 
genus. A lie implies something immoral ; but we do not 
think it is immoral to conceal defects that are inconvenient 
to the party himself, or that would be unpleasant to the 
beholders. 

In actual life we often Yneet with erroneous classifica- 
tions of this kind. The words ^‘want of courtesy” is a 
general term, often unjustly applied to individual actions. 
A person goes to transact some business at a public office, 
and is detained much longer than he expected. He be- 
comes irritated, and declares he is treated with want of 
courtesy; whereas the delay may have been occasioned 
by the necessary forms of the office, or by his own igno- 
rance of those forms. When a servant for some trifling 
oversight is charged with ‘^lieglect of duty,” it’ is a fallacy 
of the same kind. The words ‘‘neglect of duty” is a 
generic phrase that is ap])lied only to cases of wilful or 
serious omissions. To apply it in trifling cases is to use it 
illogically. Whenever we wish to represent any act in its 
worst colours, we use generic terms of so wide a meaning 
as to include several species of offences of a deeper dye 
than that we are called upon to censure ; and, on the 
other hand, when we wish to extenuate, we employ generic 
terms that shall include only offences of a lighter hue. 
All these are fallacies arising from erroneous classification 
similar to that we have exemplified from Mrs. Opie. 

7. We must also avoid the error of confounding two or 
more species because they belong to the same genus. 

Thus, when we find that two species resemble each other 
in some respects (which of course they always do), we 
should not infer that they resemble each other in all re- 
spects. For example — 
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“ He that says you are an animal, says true. He that 
says you ai'e a goose, says you are an animal. Therefore 
he that says you are a goose, says true.” Here the two 
premises are true, and yet the conclusion is absurd. It is 
true that you are an animal, and that a goose is an animal, 
and yet it is not true (of course I mean literally) that you 
are a goose : For you and the goose belong to different 
species, and although you resemble each other so far as to 
1)6 properly classed under the same genus (animal), yet you 
cannot be asserted to be each other. So, dog, horse, camel, 
ele})liant, are species of animal, but a dog is not a horse, 
nor is a camel an elephant. 

In the case of the genus animal ” we are not in much 
danger of falling into error. But we meet with similar 
errors elsewhere. I have read* a debate in the House of 
Commons in which Unitarians were called Mahometans. 
Both these bodies agree in disbelieving the doctrine of the 
Trinity. But under this generic description, they form two 
widely different species, and one cannot logically be con- 
foui^ed with the other. You will often observe this prac- 
tice in party writers. They will class the party against whom 
they write with some other party that has a disreputable 
name, and confound them both together under some generic 
description. 

8. In reasoning from this relation of genus and species, 
we should carefully notice the kind of universality which 
is attributable to the genus ; for, if the general proposi- 
tion be taken in too extensive a sense, the conclusion will 
be erroneous. 

You will find that some political economists lay down 
general propositions, and reason from them as though they 
possessed a mathematical universality. But, from the 
nature of the science, this cannot be the case. It is a 
moral science, and its general propositions have only a 
moral universality. I mean that these rules have a good 
many exceptions. For example : one of its principles is, 
that the Government should not interfere with matters of 
trade — a very good rule, as a general rule ; but when we 
are told that this rule is so inflexible that the Government 
must not interfere even in behalf of humanity and religion, 
then we contend that its advocates claim for this rule a 
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universality to which it is not entitled. In this sense we 
deny the soundness pf the rule. Nay, even those political 
economists who maintain most strongly this principle, 
maintain at the same time that the Government ought to 
pass laws for the regulation of the currency — a subject 
with which trade has a very close affinity. 

It is rarely that a mathematical universality can be 
obtained with regard to those propositions that we usually 
act upon in ordinary life. We believe that all iioldemen 
have honourable and patriotic feelings— that all judges are 
impartial in their decisions — that all London merchants 
are honest in their dealings — that no clergyman would tell 
an untruth — that our friends, whose constancy we have 
tried, will never desert us — that a man who has maintained 
a high reputation for thirty years will maintain it as long 
as he lives. But we have only moral evidence for all these 
propositions, and we can get no more. He who, in these 
and similar instances, would refuse to act until he should 
obtain mathematical evidence, would show a want of that 
wisdom and decision which are essential to the good ad- 
ministration of the affairs either of a family, a commercial 
establishment, or a political community. 

The following illustrations of this principle of reasoning 
arc taken from the author’s writings on Banking : — 

1.— Classes of Public Companies. 

This is the age of public companies. Tlie principle of asso- 
ciation is one of the most powerful agents of modern times. 
Whatever object we wish to accomplish — whether political or 
commercial, literary or religious — the first step is to form a 
society. Those joint-stock associations that involve the outlay 
of capital with a view to profit, are called public companies ; and 
these form the subject of our present inquiries. 

Public companies now occupy a distinguished place in our 
social economy. We receive our education in schools and 
colleges founded by public companies. We commence active 
life by opening an account with a banking company. We insure 
our lives and our property with an insurance company. We avail 
ourselves of docks, and harbours, and bridges, and canals, con- 
structed by public companies. One company paves our streets, 
Another supplies us with water, and a thir^ enlightens us with 
^as. At home, numerous luxuries are brought within our reaph 
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by different companies. And if we wish to travel, there are faih 
way companies, and steam-boat companies, and navigation com- 
panies, ready to whirl us to every part of llie earth. And when, 
after all this turmoil, wc arrive at our journey’s end, cemetery 
companies wait to receive our remains, and 'take charge of our 
bones. 

^.:r-CLASSES OP BaNKS. 

Banks have been divided into private and public. A private 
bank is that in which there are but few partners, and these attend 
personally to its management. A public bank is that in which 
there are numerous partners, and they elect from their own body 
a certain number, who are entrusted with its management. The 
latter are usually called Joint-stock Bariks. 

The London banking establishments, caccording to the last re- 
turn, consist of fifty-eight partnerships, each not having more 
than six partners ; and of five public companies, which are usually 
styled joint-stock banks. Tlic former may be divided into three 
classes ; — 

I. Those who are members of the Clearing-house. 

II. Those located east of Temple-bar, but are not members 

of the Clearing-house. 

III. Those located west of Temple-bar. 

The Clearing Banks arc banks of deposit and of discount, and 
they act as agents to the country banks. The banks in Fleet- 
street and in Westminster do not usually discount bills for their 
customers, nor act as agents to country banks. Their connexions 
embrace chiefly the clergy, the gentry, and the nobility. Their 
loans to their customers are chiefly upon landed security, and 
they are supposed to hold a large amount of exchequer bills and 
other Government securities. None of the London bankers allow 
interest on deposits, or charge commission on town accounts. 
Those who act as agents to country banks charge a commission 
on the debit side of the account, and some of them allow interest 
on the daily balance. Instead of a •pro rata commission, some 
country banks pay their agent by a fixed annual payment, or by 
keeping in his hands a certain balance without interest. None of 
the present London bankers have ever issued notes, though, until 
the ’year 1844, they had legally the power of doing so. Several 
of them issue “ Circular Notes,” for the use of travellers on the 
continent. 

3.— Classes op Accounts. 

By the Scotch banks, deposit accounts are divided into two 
classes : ‘‘accounts ‘current,’* and “ deposit receipts.” The “ac- 
counts current” are similar to the “current accounts” kept by 
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Biercliaiits, traders, and otliers in the English banks. The party 
})ays his money into the bank, and makes all his payments by 
clieques upon the bank. The deposit receipts are similar to what 
the English bankers call “ dead accounts.” The depositor pays 
his money into the bank, and there it lies “dead” until he has 
occasion ibr it, and then he produces his receii)t and withdraws 
the whole amount, or takes a new receipr for any part he wishes 
to leave. The deposit receipts are chiefly for the use of those 
who lodge their money in the bank merely for the purpose of 
security and interest. The accounts current are for those who, 
in addition to security and interest, wish to make use of the bank 
as a means of facilitating their pecuniary transactions. 

4.— Classes op Bills. 

The bills presented to a bank for discount may generally be 
divided into the following classes : — 

1. Bills drawn by proaucers or manufacturers upon wholesale 
dealers. 

2. Bills drawn by wholesale dealers upon retail dealers. 

3. Bills drawn by retail dealers upon consumers. 

4. BiDs not arisuig out of trade, but yet drawn against value, 
as rents, &c. 

5. Kites, or accommodation bills. 

The first two classes of bills are the best, and are fair legitimate 
bills for bankers to discount. 

The third class ought not to be too much encouraged. They 
are for comparatively small amounts, and are drawn by shop- 
keepers and tradesmen upon their customers. To discount these 
bills freely would encourage extravagance in the accepters ; and 
ultimately, nrove injurious to the drawers. When a man accepts 
bills to his Dutcher, baker, tailor, upholsterer, &c., he may fairly 
be suspected of living beyond his income. Solvent and regular 
people pay their tradesmen’s accounts with ready money. 

The fourth class of bills, though sometimes proper, ought not 
to be too much encouraged. Persons out of trade have no business 
with bills. 

The last class of bills should almost always be rejected. To an 
experienced banker, who knows the parties, the discovery of 
accommodation bills is by no means difficult. They are usually 
drawn for even amounts, for the largest sum that the stamp will 
bear, and for the longest term that the bank will discount, and 
are presented for discount soon after they are drawn. The parties 
are often relations, friends, or parties who, from their avocations, 
eaii liave no dealings with each other. 

Not only the parties and the amounts of bills are matters of 
consideration to a banker, but also the time they have to run 
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before they fall due. A bill drawn for a long term after date, is 
usually styled, not perhaps very properly, a lonn-dated bill. A 
bill drawn at a short term, is styled a short-datea bill. 

5. — Classes of Loans. 

Loans are divided into short loans and dead loans. Short 
loans are usually the practice of the London bankers ; a time is 
fixed for their repayment. Dead loans are those for the payment 
of which there is no specified time, or where the party has failed 
to make the repayment at the time agreed upon. In this case, 
too, the loan has usually been made upon dead — that is, upon in- 
convertible security. Witliout great caution on the part of the 
banker, short loans are very apt to become dead loans. A loan is 
first made for two or three months; the time arrives, and the 
customer cannot pay; then the loan is renewed, and renewed, 
and renewed, and ultimately the customer fails, and the banker 
has to fall back upon his securities. 

6. — Classes op Cuiculation. 

Tliere is another piece of information which it is desirable to 
possess relative to the circulation of the Bank of England, and it 
IS one which the bank cannot supply. It is desirable to know the 
difference in the amount of the active circulation and the dead 
circulation, so as to be able to trace their respective fluctuations. 
That portion of the notes of the Bank of England which is 
passing from hand to hand, may be called the active circulation. 
That portion which is hoarded, or kept in reserve 1o meet possible 
demands, may be called the dead circulation Now it is quite 
certain that the dead circulation, while it remains in that state, 
has no effect upon the prices of commodities, the spirit of specu- 
lation, or the foreign exchanges. These are effected only bj the 
active circulation. In seasons of pressure the dead circulation is 
increased at the expense of the active circulation, because people 
hoard their money to meet contingencies. Hence we find the 
pressure is often more severe than the reduction of the bank 
circulation would seem to warrant. But the fact is, that the 
pressure is in pro|X)rtion to the reduction of the active circulation, 
and not in proportion to the reduction of the whole circulation. 
On the other hand, in seasons of abundance, the dead circulation 
is diminished, the active circulation proportionably increased ; and 
Jience, the stimulus given to trade and speculation is much greater 
tlian the returns of the Bank of England would warrant us to 
expect. Now what means do we possess of getting at the amount 
of the dead circulation ? The Bank of England can give us no 
Information on the subject. But it seCms probable that almost 
all the dead circulation is in the hands of the different banks t 
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very few private individuals keep any hoard of bank notes. If 
then, all tiie bankers and banks be required to produee returns of 
the amount of Bank of ^England notes in their possession, this 
might enable us to form *a judgment as to the amount of the dead 
circulation. 

7. — Classes of Persons to whom Books on Banking are 
Useful. 

There are several classes of persons to whom I think this book 
may be more particularly useful. 

The first class includes those public men who have occasion to 
write or to speak upon our banking institutions. Statesmen^ 
authors^ and reviewers, however correct may be their knowledge 
of banking as a science, often fall into mistakes when they attempt 
to describe its practical operations. Although it must be ad- 
mitted that the principles of banking may be well understood 
without any acquaintance with details, yet it is equally true that 
if a public man have acquired a competent degree of practical 
information, his opinions will carry greater weight, and he will 
be less liable to fall into erroneous conclusions. They, especially, 
who are desirous of altering the constituiion of our banking 
establishments, sliould be anxious not to weaken the force 6f 
their recommendations by making rnistatemonts as to matters of 
fact. The public have a right to expect that they who attempt 
to improve a system should be well acquainted uith the system 
they attempt to improve. 

The second class are those who are practically engaged in 
banking operations. Those directors of our joint-stock hanks, 
who may have been appointed chiefly on account of their high 
character and local influence, may derive from this work some 
practical information, which will assist them in the discliarge of 
their official duties. Young men, too, who occupy subordinate 
stations in our banking establishments, may here acquire those 
enlarged views that will qualify them for higiier appointments. 
One object of the work is to aid the formation of good practical 
bankers. Even to experienced bankers, books on banking are 
useful, not only from the information tliey impart, but from the 
impressions they produce, and the recollections they awaken. In 
banking, as in morals, we often go astray, more from want of 
firmness than from want of knowledge. We have all need to be 
reminded of the importance of a steady adherence to sound prin- 
ciples. And the more frequently the right path is pointed out 
to us, the less likely are we to wander into those which are 
forbidden. 

The shareholders in ioint-stock banks are a class to whom the 
-^nhipet must be of the neenpHt interest. Flnon the wise admiuis- 
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tration of their respective banks will depend the amount of their 
dividends, and the safety of their eapital. This book professes 
to show in what way this wise administration may be secured. 
Shareholders may here learn how to judge of the conduct of their 
directors, and (what is of no less importance) how to regulate 
their own. 

To all persons who "keep bankers,” it must be useful to know 
by what rules bankers manage their business. They will thus be 
able to conduct their account' so as to give satisfaction to their 
banker; and they will be able to judge how far he may be dis- 
posed to grant them such assistance as they may occasionally 
require. A large number of persons, especially in London, have 
not yet discovered the advantage of keeping a banker. They 
imagine that banks arc merely places in which the opulent deposit 
their superfluous riches. The perusal of this work will be suffi- 
cient to show that the advantages of banking are not confined to 
the wealthy. 

8. — Application of General Principles. 

A banker should always have general principles ; that is, he 
should have fixed rules for the government ot his bank. He 
should know beforehand whether he will or will not advance 
money on mortgage, or upon deeds, or upon bills of lading, or 
warrants; or whether lie will discount bills based upon uncom- 
mercial transactions, or having more than three months to run. 
These are only a few of the cases in which a banker will find it 
useful to store his mind with general principles. 

One advantage of this adoption of general principles is, that it 
saves time. If a banker can say, in reply to a customer, " It is 
contrary to the rules of our bank to advance money upon bills of 
lading,” the reply is conclusive. But if he had not previously 
adopted any rule upon the subject, tlie reply would have taken 
up much more time. Another advantage is, that it gives decision 
of mind, and saves the banker from being “ talked over ” by any 
of his customers who may possess fluency of speech, or dexterity 
in debate. In this case, the. banker wfcose mind is stored with 
general principles, though he may listen patiently to all his cus- 
tomer snail advance, will give the same reply which he would 
have given had the application been made in fewer words. 

But although a banker ought to have a large stock of general 
principles — and this stock will increase as his experience increases 
— yet it may not be always wise to explain these principles to his 
customer. It is generally best, when a banker gives a refusal, to 
give no reasons for that refusal. Banking science is so little 
understood that the public generally are unable to appreciate its 
principles. Besides, a man who wants to borrow money can never 
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be convinced by reasonin^^ tliat his banker is right in refusing to 
lend it to him ; nor, in fact, did the banker himself acquire his 
knowledge of banking by reasoning. He acquired it not by rea- 
soning, but l)y experience j and he must not expect that his cus- 
tomers, wlio have had no experience, will, by reasoning alone, 
readily acquiesce in the banking principles he may propound to 
tliem. Ill most cases, therefore, he had better keep his reasons 
to himself. 

But while we contend tliat every banker should have general 
principles, we do not say that in no possible case should he de- 
part from them. But he should not look for such cases; they 
are rare, and when they do occur they will force themselves upon 
his attention. If under shelter of the truism, “Alf rules have 
their exceptions,’’ lie departs from his general principles whenever 
he finds it convenient or profitable to do so, he may as well have 
no general principles at ail. 


SECTION IV. 

THE RELATION OF CAUSE AND EFFECT — PHYSICAL CAUSES. 

The Kelation of Cause and Effect is a principle of exten- 
sive use in the art of reasoning. But as causes are of 
various kinds, we must consider them separately in dif- 
ferent sections ; and in this section we shall confine our 
attention to those causes that refer to material substances, 
and are consequently styled physical. AVe shall, in the 
subsequent sections, consider those causes that are moral, 
conditional, and final. We may observe, with regard to 
these four kinds of causes — ^physical, moral, conditional, 
and final — the first has reference to the physical sciences, 
as botany, physiology, geography, chemistry, (fee. ; the 
second has reference to the sciences of politics and poli- 
tical economy ; the third has reference to jurisprudence 
and the affairs of ordinary life ; the fourth has reference 
to ethics and theology. We do not mean an exclusive 
reference, but a general reference. 

The first class of causes we call physical causes. To 
this class of causes we refer all those effects which are pro- 
duced by the uniform and necessary operations of nature. 
Thus, it is an established law of nature that the earth 
should move round the sun, and that the moon should 
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move round the earth. All the phenomena which result 
from the revolutions of the heavenly bodies are the result 
of natural causes. It is a law of nature that all bodies on 
the earth should tend towards the centre ; and that dif- 
ferent kinds of matter, whether fluid or solid, should have 
certain properties, and that some of them should have an 
affinity for each other. Hence, all reasonings connected 
with astronomy, mechanics, chemistry, and the other 
branches of experimental philosophy, are founded on 
natural causes. The reasonings founded on this class of 
causes amount to demonstration. The cause necessarily 
and invariably produces the effect. Examples : — 

1. There are four ways of reasoning in regard to these 
physical causes. First, from the existence of the cause, we 
may infer the existence* of the effect : if the sun has risen, 
we know it must be day ; if the earth comes between the 
sun and the moon, the moon will be eclipsed ; if a body, 
of less specific gravity than water, be thrown into water, 
we know it will float ; if fire be applied to gunpowder, an 
explosion will take place; if the colours blue and yellow be 
mixed together, they will produce a green ; if a man has 
had his head cut off, we may infer that he is dead. The 
second mode of reasoning is, from the existence of the 
effect to infer the existence of the cause. All theories or 
systems are founded upon this mode of reasoning. We 
observe the appearances of nature, and we endeavour to 
ascertain the causes which have produced them : if we see 
an abundant harvest, we may infer that the land is good. 
The third mode of reasoning is, from the non-existence of 
the cause to infer the non-existence of the effect : in the 
deserts of Arabia there is no rain, consequently there can 
be no vegetation. The fourth mode of reasoning is, from 
the non-existence of the effect to infer the non-existence of 
the cause : the streets are not wet, therefore it cannot have 
rained recently. 

2. We are in danger of false reasoning when we ascribe 
effects to wrong causes. 

Thus, for many ages, the appearances of the celestial 
bodies were ascribed to their motion round the earth ; 
whereas it has since been demonstrated that these effects 
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could not be produced by such a cause. The French 
philosopher, Des Cartes, imagined certain whirlpools in 
the atmosphere, by which he attempted to account for the 
appearances of nature. Thunder and lightning, earth- 
quakes and volcanoes, are effects which have been ascribed 
to a variety of causes, according to the hypotheses of 
different philosophers ; the flux and reflux of the tide, 
the origin of rivers, the phenomena of electricity, and 
many other appearances connected with natural philo- 
sophy, have furnished curious specimens of false reasoning 
in assigning causes. 

Writers on metaphysics have also adopted theories cal- 
culated to weaken our confidence in the relation of physical 
causes and effects. The most remarkable of these writers 
is Bishop Berkeley — Since,” he asks, the mind does not 
perceive ])hysical objects, but merely the images of those 
objects formed in the eye, how do you know that any such 
objects exist 1” To this wo may reply, that the representa- 
tion formed in the eye, is the effect of the external objects, 
and is in itself a proof of their existence. When we look 
at an object through a telescope, we know that the 
object exists, though we see only the image formed by the 
speculum. 

3. To prove the connexion between a physical cause and 
its effects is not the province of rcixsoning, but of obser- 
vation and experiment. 

During the middle ages, the scholastic logicians treated 
the physical sciences in the way we have intimated. Lord 
Bacon first advocated the necessity of a different course. 
Soon afterwards, the ‘‘ Royal Society, for the improvement 
of Natural Science,” was established, and its transactions 
were very influential to leading to a more accurate mode of 
ascertaining the causes of natural phenomena. 

“ But it must not be forgotten how much is due to Lord 
Bacon, who died only thirty-six years before the incorpo- 
ration of the Royal Society. With a comprehensive and 
commanding mind, patient in inquiry, subtile in discrimi- 
nation, neither affecting novelty, nor idolising antiquity. 
Bacon formed, and in a great measure executed, his great 
work, on the Instauration of the Sciences^ which being 
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clearly connected in its main features with the Royal 
Society, connects itself with our inquiry. The design was 
divided into six capital divisions. The first proposes a 
general survey of human knowledge, and is executed in 
the admirable treatise, The Advancemeixt of Learning. In 
this Lord Bacon critically examines the state of learning 
in its various branches at that peidod, observes and points 
out defects and crroi*s, and then suggests proi)er means for 
supplying omissions and rectifying mistakes. 

^‘The second, and the most considerable part, is the 
Novnm Organum^ in which the author, rejecting syllogism 
as a mere instrument of disputation, and putting no trust 
in the hypothetical systems of ancient philosophy, recom- 
mends the more slow, but more satisfactory method of 
induction, which subjects natural ol)ject8 to the test of 
observation and experience, and subdues nature by experi- 
ment and inquiry. It will be seen how rigidly tlio early 
Fellows of the Royal Society followed Bacon’s advice.” 

In the year 1662 the Royal Society obtained a charter 
of incorporation from Charles II. The following is an 
extract from the preamble : — 

And whereas we arc well informed, that a competent 
number of pci-sons, of eminent learning, ingenuity, and 
honour, concording in their inclinations and studies towards 
this employment, have for some time accustomed them- 
selves to meet weekly, and orderly, to confer about the 
hidden causes of things^ with a design to establish certain, 
and correct uncertain theories in philosophy, and, by their 
labours in the disquisition of nature, to prove themselves 
real benefactors to mankind; and that they have already 
made a considerable progress by divers useful and remark- 
able discoveries, inventions, and experiments in the im- 
provement of mathematics, mechanics, astronomy, naviga- 
tion, physic, and chemistry ; we have determined to grant 
our Royal favour, patronage, and all due encouragement 
to this illustrious assembly, and so beneficial and laudable 
an enterprise.” — History of the Royal l^ociety, hy C. R. Weld. 

4. The sciences of medicine, politics, and political eco- 
nomy, are partly physical, partly moral. You maintain 
your health by wholesome diet, pure air, early rising, 
occupation, and exercise. These are physical causes. It 
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is also maintained by the discipline of the mind, and the 
government of the passions. These are moral causes. 

Under the head of ^^hysical causes and effects we include 
those which refer to living animals. Our knowledge here 
is derived from observation. But still there is much room 
for reasoning. Wo may inflate a balloon with certainty 
whenever we please, but wo cannot with equal certainty 
fatten an ox. There is an art in this. Some kinds of 
cattle will fatten sooner than others, and some kinds of 
food will produce fat sooner than others. To ascertain the 
cheapest and best modes of fattening, we must have 
recourse to experiments. The results of such experiments 
are exhibited at the agricultural shows. We sometimes 
read in the public papers complaints against the excessive 
fattening of cattle, inasmuch as these cattle become unfit 
for food. We think these complaints have no solid founda- 
tion. The cattle are not fattened for food; they are 
fattened to teach the art of fattening : and whether these 
few cattle thus fiittened to excess should be eaten or not, 
is a matter of little importance, as compared with the 
practical knowledge which by this means the agriculturist 
may be able to obtain. 

The human body is an animal ; but, from its union to 
mind, it is less than other animals under the control of 
physical agencies. We cannot fatten a man with as much 
certainty as we can fatten an ox. A tradesman on the 
verge of bankruptcy, a lady languishing with a broken 
heart, would, from anxiety of mind, baffle all attempts to 
make them fat. But when the mind is unoccupied, the 
body will yield to physical treatment. Pugilists and 
pedestrians undergo a course of training previous to their 
performances. By a regular course of diet and exercise, 
strength and agility are greatly increased. 

The science of medicine is founded on experiments. 
What eflect any substance taken into the stomach would 
produce generally upon the body could only be known at 
first by making the trial. But in the use of new medi- 
cines, and in the application of medicines generally to 
different constitutions, there is much need of sound rea- 
soning. But after all, the result is the only test of medical 
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skill. The surest proof of good treatment is the recovery 
of the patient. 

The following illustrations of this principle of reas6ning 
are taken from Jbhe author’s writings on Banking : — 

1. — Physical Causes in Banking. 

“We are authorized to announce that J. W. Gilbart, Esq., 
F.E..S., will present the sum of One Hundred Pounds to the 
author of the best Essay which shall be written in reply to the 
following question : — ‘ In what way can any of the articles col- 
lected at the Industrial Exhibition of 1851 be rendered especially 
serviceable to the interests of Practical Banking?’ These articles 
rAay he architectural models that may suggest improvements in 
the bank-house or office — inventions by v hich light, heat, and 
ventilation may be secured, so as to promote the health and com- 
fort of the bank-clerks — discoveries in the fine arts by which the 
iuterior of a bank may be decorated, or the bank furniture ren- 
dered more commodious — improvements in writing-paper, pens, 
ink, account-books, scales, letter-copying machines, or other in- 
struments used ill carrying on the business — improvements in 
printing and engraving, by which banks may got their notes, 
receipts, letters of credit, and other documents of a better kind 
at a less expense, or so as to prevent forgery — new inventions 
in the construction of locks, cash-boxes, and safes, which shall 
render property more secure against fire or thieves — and generally 
all articles of every kind which can be so applied as to improve, 
cheapen, or facilitate any of the practical operations of banking.” 
— Banker'" s Magazine for January y 1851. 

It was highly gratifying to the members of the Banking 
Institute, tliat so much scientific knowledge, bearing upon their 
profession, should be brought before them for their instruction. 
Last session they had the character and construction of locks 
introduced to their notice, and a very interesting and useful dis- 
cussion took place as to their security. How they had expounded 
to them the principles of a certain branch of chemistry, with 
which it was necessary they should make themselves acquainted, 
as, when brought to bear upon the ordinary transaction of the 
banking community, it had a peculiar and important influence. 
It would be almost impossible to over-estimate the importance 
and satisfaction of knowing that cheques and bills of exchange 
could not be forged if proper inks and paper were employed. 
But there was another species of forgery, and that was by taking 
out a number and putting in another for a larger sum. All he 
could recommend them to do, under the circumstances, was to 
guard themselves agains,t the application of science in tliat way, 
which they could only do by acquiring information themselves as 
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to its operation. Tliev had been told that the use of colo\ir(d 
paper for cheques would tend to render the task of obliteration 
more difficult, as in the attempt the colour of the paper would be 
destroyed. That was an important fact, and he trusted that many 
of the gentlemen present would not forget to •make known tlie 
circumstance, so as to lead to a more general adoption of such 
paper. The necessity had become strong for gentlemen engaged 
in Danking pursuits to make themselves acquainted with the dis- 
coveries of science, so as to protect themselves from the acts of 
men who employed the improvement of science in defrauding 
them. lie was afraid that, in the march of civilization, every dis- 
covery in science might be taken advantage of by wicked men for 
the purposes of fraud. Then what they must do was to keep 
pace with science, and so to make science defend them from the 
attacks of science. 


2. — The Bank Building. 

The proper situation of a bank is a matter of some importance. 
It should be situated in what is deemed the most respectable part 
of the town. If it be placed in an inferior locality, approachable 
only by narrow and aisagrecable streets, and surrounded by 
buildings the seats of smoky and dirty trades, it is not flkely to be 
so much frequented, nor to acquire so large a business, as though 
it were more pleasantly situated. Another point to be observed 
is, that the oaiik itself should be a handsome building. The 
necessary expenditure for this purpose is no sin against economy. 
It is an outlay of capital to be repaid by the profits of the business 
that will thus be acquired. A portion of the building will pro- 
bably be set apart for the private residence of the manager, or of 
some other officer of the establishment. It is desirable that this 
portion should be entirely separated from the office. The com- 
munication should be only by a single door, of which the managei' 
should keep the key. The building should be so constructed that 
what is going on in the private house, whether in the kitchen, or 
the nursery, or the drawing-room, should not be heard in the bank. 
The office being thus isolated, must then be fitted up in the way 
that will most effectually promote the end in view. And here are 
three points to be considered — spaccy lighty and ventilation, 

A chief consideration is space, A banker should take care that 
his clerks have room enough to do their work comfortably. Every 
accountant knows that he can often work faster if he can have two 
or more books open at the same time; but if his space is so con- 
fined that he must shut up one book, and put it' away, before he 
can use another, he will get on more slowly. Tiie cashiers, too, 
will be much impeded if they are obliged to stand too close to 
each other ; and the public will be huddled together, and will 
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often count incorrectly the luoiicy given to them, and thus fake 
up the cashiers’ time to p\it them right. Want of space will 
necessarily occasion errors, from the confusion it produces, and 
from one clerk being liable to interruption from the noise or 
vicinity of the ftthers. A banker should therefore take care 
that his office is large enough for liis business ; and that it will 
admit of bein^ enlarged in case his business should increase. 
Ample space is also conducive to the health of the clerks, as 
there will be more air to breathe, and the atmosphere is less 
likely to become polluted by the burning of lamps and candles. 

Another consideration is light. It is well known in every 
Loudon bank, that fewer mistakes are made by the clerks in 
summer than in wdnfer. Abundance of light prevents mistakes, 
and saves all the time that would be employed in the discovery of 
errors. Light is also of great importance to the cashiers in 
detecting forged signatures and bad or counterfeit money. 
Thieves are also less likely to attempt their robberies in a light 
office than in a dark one. Taint or illegible handwriting can be 
more easily read, and hence mistakes are less likely to occur. 
The clerks, too, perform their duties with more quickness and 
cheerfulness. The gloominess of an office throws a gloom over 
the mind*, but “ light is sweet, and a pleasant thing it is for the 
eyes to behold the sun.” 

The lightest part of the office should be devoted to the clerks. 
We have observed sometimes a violation of this principle. The 
entrance-door lius been placed in the middle of the front, with a 
window on each side, and the counter thrown across the room, so 
that the lightest part of the office has been given to the public. 
It is better that the entrance be placed at the right or the left 
corner, and the counter be made to run from the window to the 
opposite wall. The light will thus fall lengthways on the counter, 
and the space behind the counter will be occupied by the clerks. 

Ventilation . — Volumes have been written by medical men upon 
the advantages of fresh air, and on the unwholesome atmosphere 
of crowded cities. If the air that circulates in the streets of 
towns and cities is impure, what must be the state of those 
offices or rooms where twenty or thirty persons are breathing 
close together during the whole of the day, and gas-lights arc 
burning during the evening ! In such cases we are told that a 
person afflicted with consumption of the lungs may communicate 
the complaint to others, as they must inhale a portion of the 
atmosphere which he has breathed out. The air in a close office 
is not only rendered impure by the number of people that breathe 
it, and by the burning of gas, but it also contains very frequently 
particles of dust arising from the floor, through ^the number of 
people constantly walking in and out. It is almos’t impossible for 
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persons so circumstanced to enjoy for a length of time even 
moderate health. A portion of this evil may be mitigated by a 
good system of ventilation. To obtain this should be regarded ay 
an object of the first importance. If a banker does not insist upon 
the architect performing this in the most effectual manner, he 
must be content to be often put to inconvenience through the 
illness and consequent absence of his clerks. 

3. — Arrangements op the Oppice. 

It is desirable at all times to make those arrangements that 
shall best promote the convenience of the public. 

The counter should be readily accessible, and of sufficient length 
to meet the requirements of the business ; and the cashiers’ desks 
sufficiently wide apart for the public to be promptly served, and to 
stand without jostling one another. Some banks have two 
counters, one for paying, and the other for receiving. At other 
banks the cashier docs not enter the credits, but merely agrees the 
amount with the customer, and then passes them to a clerk, who 
enters them in the Waste Book. In the same way, when a 
cheque is presented for payment, he gives it to a clerk behind him, 
who enters it, and hands the notes to the cashier, who pays out 
the gold and silver. When the business is large, extra or super- 
numerary cashiers arc appointed, who take the place of the 
regular cashiers when they are absent at dinner or otherwise, so 
that during the whole of the day all the cashiers’ desks are 
occupied. To relieve the counter, the payment of bills that have 
been presented in the morning and not paid, is usually received at 
a separate desk or office. 'All these are expedients that should be 
adopted when necessary, to save the time of the public. There 
are few things that try a man’s temper more than to be kept 
waiting a long time at a banker’s counter ; and he will be very apt 
to give vent to his impatience by quarrelling with the clerks, or 
reproaching the establishment. 

Another object is, to place near together those clerks whose 
duties will require them to have frequent communication with 
each other. If this rule be not observed, the clerks will lose 
much time in the course of the day in passing from one part of 
the office to the other ; and the work will not be so expeditiously 
performed. It is especially desirable that the ledger-keepers 
should be placed close behind the cashiers ; so that if a doubtful 
clieque be presented for payment, the cashier may be able to show 
it to the ledger-keeper, and be informed if he may pay it, without 
being observed ’by the party presenting it. 

Another point is, to place the desk of the chief or head clerk in 
such a position that he can see all over the office. A master’s 
eye will do more work than both his hands ” In this case, if the 
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counter is crowded, the chief clerk will perceive it, and appoint 
additional clerks to assist the cashiers. If disputes take place 
between the clerks, or between the cashiers and the public, he 
will come forward and settle the matter before the dispute is 
carried to high words. He will observe, too, the customers who 
come frequently to the counter, and from their transactions he 
will often draw conclusions respecting their circumstances which 
will be serviceable to the bank. It is generally best that many of 
the clerks should be so placed as to look towards the counter. It 
has been said that this draws off their attention from their work ; 
but we do not think this is generally the case, although it may 
occasionally relieve the irksomeness of their duties. A dishonest 
person standing at the counter, and watching an opportunity of 
committing a robbery when the cashier is engaged, will be more 
likely to abstain from making the attempt when the eyes of 
other clerks have a command of the counter. This arrangement 
will depend in some measure on the direction of the light. The 
clerks should not have their faces or their backs towards the 
window, but the light sliould fall on them sideways. These 
matters may appear trifling, but they will not be deemed unim- 
portant to those who are entrusted with the praetieal adminis- 
tration of an office. It is only by attention to minute things that 
the business of an office can be well conducted. 

4. — Banking Book-keeping. 

'When a young man enters a bank as a clerk, he should be 
instructed to be careful with regard to his handwriting, or, in his 
anxiety to write fast, he may forget to write well. If he write a 
bad hand, he should not be above taking a few lessons from a 
professor of penmanship, who will teach him to write fast and 
well at the same time. But, however badly he may write, he 
should try to write plain. Plainness is of more consequence than 
neatness or elegance. He should be very careful in writing tlie 
names of the customers of the bank. If he write them illegibly, 
there will be a loss of time in making them out, or they may be 
misunderstood, so that money may be posted to the wrong 
account, and thereby loss arise to the bank. On this account 
also, when two or more customers have the same surname, he 
should be very careful to write the Christian names fully and 
distinctly. 

The necessity for writing quickly, and the want of carefulness at 
first, are the causes why so few bankers* clerks, comparatively, 
write a good hand. But they should remember, that this is a 
most important qualification, and a deficiency in this respect may 
be an insuperable bar to promotion. Without this attainment a 
clerk cannot be put ta write up the customers* books, nor to make 
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out the country accounts, nor to write the letters, nor to fill the 
office of secretary, “You ou^ht to be careful to write a 
plain hand. You impose upon your correspondents a very unne- 
cessary and a very unpleasant tax if you require them to go over 
your letters two or three times in order to decipher your writing. 
A business hand is equally opposed to a very fine hand. A letter 
written in fine elegant writing, adorned with a variety of 
flouribhes, will give your correspondent no very high opinion of 
you as a man of business.”^ 

The plan of writing-mnsters who adveitise to teach good and 
expeditious writing in a few lessons is as follow's : — The pupil 
rests his hand upon the paper without touching it with his little 
finger. All the motion is then made from the wrist. Those who 
have to write their names many times in succession, such as in 
signing bank notes or in accepting bills, will find that on this plan 
tliey can get through their work in much less time than if they 
bend their fingers with every stroke of the pen. 

The young clerk should also be taught to make his figures 
clear and plain, so that a 2 cannot be mistaken for a 3, nor a 3 for 
a 5. He should also take care that the tail of his 7 or his 9 does 
not run into the line below, and thus turn a 0 into a 6, and also 
that the top of his 4 does not reach so high as to turn a 0 in the 
line above it into a 9. lie should be careful, too, in putting his 
figures under one another, so that the units shall be under the 
units, the tens under the tens, the hundreds under tlie hundreds, 
and the thousands under the thousands. Otherwise, when he 
adds up the columns together he will be in danger of making a 
“ wrong cast.” 

He w'ill also learn to use both hands at the same time. In 
counting gold or silver coin, he will count with two hands instead 
of one, and thus do double the work. In enteruuj a number of 
cheques or bills, while he holds the pen in one hand he will hold a 
cheque in the other, and then turn over the cheques as quickly as 
he enters them. He will always turn them over one on the back 
of the other, so that they will be in the same order after he has 
entered them as before, and when they are “ called over ” they 
will come in the same order in which they are entered. 

He must also learn to “cast” quickly and accurately. The 
two main qualifications in this operation are accuracy and 
quickness. To ensure accuracy a clerk will everything twice 
over. The first time he will begin at the bottom of the column, 
apd the second time at the top. If he begin both times at the 
bottom of the column, the association of figures will be the same; 
and if he has fallen into an error the first time, he will bo apt to 
fall into the same error the second time. Hut if he changes the 

* Lectures un the History' and Principles of Ancient commerce, by 
J. W. Gilbart, p. 239 

E 
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order, the association of the figures will be different, and he will 
not be likely to fall into the same error. Quickness can be 
acquired only by practice. But he will accelerate his speed by 
making his figures plain, and placing them strictly in a line under 
one another. He should also learn to cast without speaking, for 
the eye and the head will go faster than the lips. 

He must also be taught to “ call over.*' When he first comes 
into the bank he will call this sum, 315/. IO 5 . 6</., three hundred 
and fifteen 'pounds ten shillings and six pence^ but he will soon 
learn that more than half these words may be suppressed, and he 
will say, three, fifteen, ten, six. And so in the larger amount, 
4,785/. 135. 4^/., instead of saying, four thousand seven hundred 
and eighty-five poutids thirteen shillings and four pence^ he will 
call, forty-seven, eighty-five, thirteen, four. By proceeding in 
this way, and speaking quickly and yet distinctly, a column of 
figures may be called over and checked in a very short space of 
time. He will, however, take care to avoid ambiguity. Thus, if 
the sum be 40/. 5s. 6d.j he will not sav, forty, five, six, as that 
would mean forty-five pounds six shillings ; but he will say, in 
this case, forty poundsy five, and six. In cases where the pounds 
consist of five figures, the first two denoting the thousands are 
expressed separately ; thus 25,347/. 85. M is called over twenty- 
five, three, forty-seven, eight, six; and six figures, say 468,379/. 
85. 6r/., is called over, four sixty-eight, three seventy -nine, eight, 
six. 

He will also be taught to balance; that is, to find the difference 
between two sums by addiiiony instead of subtraction. Thus, if 
the two sums be 1,347/. I 65 . Zd. and 4,834/. J 95 . 8 ^/. he will be 
apt at first to put one under the other and subtract, in this way— 

£4,834 19 8 
1,347 16 3 


Difference £3,487 3 6 


But he must be taught to proceed by a mental process, and will 
add tlie difference to the smaller number, thus — 

£1,347 16 3 — £4,834 19 8 

Difference 3,487 3 6 


£4,834 19 8 


He performs this operation by beginning with the pence, saying, 
or rather thinking^ “ three and five make eight,” ana so on^ And 
thus the two sides of an account are made to balance ; that is, 
both sides are of the same amount. 
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The principle of balancing, pervades the whole system of book- 
keeping. For example, we know that if to the amount of cash in 
the bank last night we add the amount received to-day, and 
deduct the amount paid to-day, the remainder will show the 
amount on hand to-night ; and a novice would very naturally put 


it down in this form — 

£ 

Cash on hand last night 100,000 

Received to-day 60,000 


160,000 

Paid to-day 80,000 

Cash on hand to-night £80,000 


But an accountant would arrange these four items in such a way 
as to form a balance, thus — 


Cash paid away to-day . 
Cash on hand to-night . 


£ 

80,000 

80,000 


£ 

Cash on hand last night. 100,000 
Cash received to-day .. 60,000 


£160,000 


Balance £160,000 


5.— Forgekies. 

In the discount of bills it is necessary to guard against for- 
geries. It has happened, that parties carrying on a great business 
in London have presented to their banker, for diseount, bills 
drawn upon all parts of the country ; which bills, upon inquiry, 
have turned out to be purely fictitious. This is an additional 
reason for bankers making inquiry about the accepters of the bills 
they discount, even when they think they have reason to be 
satisfied with the drawers. Even this is no protection against 
forgery. Sometimes the name of a most respectable house in a 
provincial town has been forged. Where the amount is large, 
therefore, it seems advisable to send the bill down to some banker 
in the town, and ask his opinion as to the genuineness of the sig- 
nature. Of course in these, and many other cases in which a 
banker is liable to be cheated much must depend upoh personal 
discretion ; no rules can be given for hli cases. 

To facilitate the detection of forged cheques, it is advisable 
that the banker should have a printed number placed on every 
cheque, in every cheque book, and keep a record of the name of 
the customer to whom each book is given. When a cheque witfi 
a forged signature appears, the banker can then turn to this 
E 2 
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registry, and see to which of his customers he had given out this 
cheque. This plan has been found useful in tracing forgeries that 
have been perpetrated by the clerks or servants of the party 
keeping the account. Some bankers, moreover, place on their 
cheque-books a printed label, requesting the customer will at all 
times keep the book under his own lock and key. 

To guard against forgery in the case of deeds or bonds, all 
these documents should be witnessed by an officer of the bank. 
And when a letter of guarantee is given by a third party, it should 
not be taken by the banker from the party in whose favour it is 
given, but the letter should be signed at the bank, and the 
signature witnessed by one of the clerks. 

A banker is also liable to loss from the alteration of cheques. 
The words six, seven, eight, and nine, can easily be changed by 
the addition of y, or tv, into sixty, seventy, eighty, or ninety. 
Sometimes, too, when cheques are drawn for less than 10^., if a 
space be left open before the word, another word may be intro- 
duced. Thus, a short time ago a cheque was drawn on a banker 
for 3/., and the party who obtained it wrote the word sixty before 
the word three, and thus cheated the banker out of 60/. Letters 
of credit, as well as cheques, have heretofore been altered, by the 
original sum being taken out, and a larger sum being substituted. 
This is now prevented by staining the paper with a chemical pre- 
paration. Country banks also stamp upon their drafts the words 
“ under ten pounds,” “ under twenty pounds,” and so on, to 
prevent an alteration to any sum beyond those amounts. 

6.— Causes oe Fluctuation in the Circulation op 
Bank Notes. 

As notes are issued in Ireland chiefly for the purpose of 
purchasing agricultural produce, it would seem to follow that the 
amount of notes put into circulation will be regulated mainly by 
the quantity of that produce, and by the price at which it is 
purchased. If, then, we find that, in the years since 1845, the 
quantity of agricultural produce has been less, or the price at 
which it has been sold has been less, and especially if both these 
circumstances should have occurred, then have we an adequate 
cause for a reduction in the amount of bank notes in circulation. 

We may^ also observe, that a bad harvest in one year may, by 
the distress it produces, cause a less production of commodities in 
several following years, and hence tliere may be a less demand for 
bank-notes. 

A bad harvest produces distress among the farmers, and this 
distress affects the amount of the circulation in two ways : — First, 
the farmer consumes his own produce instead of selling it, and 
thus requires not the use of notes. If his potatoes are destroyed, 
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he will consume his grain. In the Provincial Bank Beport of 
1846, it is stated that, although the crop of oats was productive 
and good, a larger portion than usual of the year’s crop was 
believed to be retained for consumption in Ireland in consequence 
of the apprehended deficiency in the supply of potatoes. Secondly, 
the distress of the farmer diminishes the instruments of reproduc- 
tion. If he has no potatoes he can rear no pigs. An abundant 
crop of potatoes produces in the following year an abundant crop 
of pigs, but a famine of potatoes will be followed by a famine of 
pigs ; and hence the distress of one year njay have the effect upon 
the circulation of notes in several succeeding years. 

After the failure of the potato in 1846 the exportation of swine 
was reduced from 480,827 in 1846, to 106,407 in 1847. The 
potato crop again failed in 1848. The number of swine 
exported in 1848 was ] 10,787 ; in 1849 it was only 68,053. 

The destruction of the pigs which took place in 1846 wou^ 
doubtless affect the circulation of notes m subsequent years, 
especially in 1847, 1848, and 1849, and probably, also, to a 
certain extent, in the years 1850 and 1851. 

But pigs can be reproduced more rapidly than cattle, as they 
are more fruitful, and sooner reach maturity. The seasons of 
famine caused the exportation of cattle in order to obtain food, 
and thus the means of reproduction in future years were destroyed 
to a more serious extent. 

7. — The Health op Cleeks. 

A clerk should tnke care of his own health. We think it is 
better for liim to stand than to sit at his work. His desk should 
be raised to such a height that lie can do this without st(m})ing. 
He should at all times avoid pressing his chest against the 
of the desk, as that may produce serious complaints. The post 
most friendly to health is that of cashier. He is generally 
standing ; his attention and mental faculties are in more constant 
activity, and he is obliged to talk, which is useful to the lungs. It 
may be doubted whether the exercise of the intellectual faculties, 
when not carried to excess nor attended with anxiety, is ever 
injurious to health. Those mental operations which are connected 
with the ofiSce of a bank clerk are m themselves beneficial. It 
is the confinement, the impure air, and the keeping of the body 
too long in one posture, that affects the health. Hence, clerks 
siiould live at a distance from the bank, and walk to and fro. If 
they reside at the bank, they should take exercise in the open air, 
eitlicr in the morning or the evening. When the weather is bad, 
they can walk up and down the room, with the windows open. 
Any kind of amusement that should throw the body into a variety 
of attitudes, would be useful. Singing is friendly to health, if not 
carried to excess, nor practised in confined or crowded apartments. 
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Boating, in moderation, is serviceable. Gardening is highly bene- 
ficial. A clerk who wishes to enjoy good health should never keep 
late hours, nor get into debt, nor gamble in the funds. He should 
also have a hooby, that is, some kind of fixed amusement to 
employ his time when absent from the bank, in order to change 
tlie current of his thoughts, and to counteract those evils that 
sometimes arise from a monotony of occupation. If this hobby 
should be of a kind to be useful or instructive as well as recreative, 
all the better. The great disease against which he should guard 
is consumption. He will be more subject to this in youth tlSin in 
more advanced age. And it has been remarked that healthy 
young men, fresh from the country, when appointed clerks, have 
become more susceptible of consumption than less robust persons 
who have been seasoned by a residence in London. 

r It is desirable, on several accounts, that all the officers of a 
bank, and especially those who are entrusted with cash or other 
property, should once a year have leave of absence for at least a 
week or a fortnight. This should not even be optional — it ought 
to be a fixed rule with which they should be expected to comply. 
These absences should be arranged to take place at those seasons 
of the year when they will be of the least inconvenience to the 
Wsiness of the bank. These holidays ought to be readily granted 
on the ground of kindness and humanity ; but where these feelings 
do not exist, motives of self-interest alone would prompt a ready 
acquiescence in such applications. In the first place, a great 
inconvenience is often experienced in large establishments from 
the illness of the clerks when they are denied proper seasons of 
relaxation. In this case, the loss of time from ill health is greater 
than that which would be occasioned by holidays. A sick clerk, 
even when he attends to his duties, is neither so quick, nor so 
correct, nor can he get through so much work, as a clerk who, by 
proper recreation, has been kept in perfect health. 

8. — The Health op a Banker. 

We will observe, lastly, lhat, in a season of pressure, it is 
peculiarly necessary that a banker should pay regard to the state 
of his own health, and to the discipline of his own mind, so as to 
guard against any morbid or gloomy apprehensions with regard to 
the future. He should attempt to form a cool and dispassionate 
judgment as to the result of passing events ; endeavouring so to 
arrange his own affairs as to be prepared for whatever may occur, 
but taking care not to increase the present evil by predicting 
greater cmamities. If he suffer a feeling of despondency to get 
the mastery of his mind, lip will be less able to cope with the dif- 
ficulties of his position. He will then, probably, refuse reasonable 
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assistance to even first-rate customers, realise securities unneces- 
sarily at a heavy sacrifice, and keep in his till an amount of 
unemployed treasure excessively disproportionate to the extent of 
his liabilities. This will increase the pressure. Fear, too, is 
always contagious. A banker of this melancholy temperament 
will impart his apprehensions to others, and thus the panic will 
become more widely extended. 


SECTION V. 

THE RELATION OF CAUSE AND EFFECT — MORAL CAUSES. 

While physical causes refer to the operations of matter, 
moral causes refer to the operations of mind. The former 
relate to the sciences of chemistry, geology, astronomy and 
other physical sciences. The latter relate to moral philo- 
sophy, political economy, and thoSe other sciences that 
relate to the acts and habits of intelligent beings. We 
trace the operations of these cases, with reference to indi- 
viduals, families, and nations. 

1. With regard to moral causes, we may adopt the fol- 
lowing modes of reasoning. 

First. From the existence of the cause wo may infer 
the existence of the efibet. Thus, if a man be industrious, 
we may infer that he will get rich. If a man be given to 
intoxication, we may infer that he will reduce himself to 
beggary. If a man exercise his intellectual faculties, we 
know he will improve them. 

Secondly. From the existence of the effect wo may 
infer the existence of the cause. Thus, if a seiwant enjoy 
in a high degree the confidence of his master, we may 
infer that he has served him well. If a man be involved 
ill debts which he is unable to pay, we may infer that ho 
has been either imprudent or unfortunate. 

Thirdly. From the non-existence of the cause, we may 
infer the non-existence of the effect. Thus, if a man has 
not been unfortunate nor improvident, we may argue that 
he cannot be poor. 

Fourthly. From the non-existence of the effect we may 
infer the non-existence of the cause. Thus, we may say, 
such a person is not poor; he cannot then have been 
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extravagant. Such a person is not an intelligent man ; he 
cannot, then, have spent much time in reading and study. 
He does not speak correctly; therefore he cannot have 
learned grammar. On one occasion when speaking to the 
working classes Rowland Hill observed, — I don’t think 
much of that man’s religion who is without his Sunday 
coat, when a good Providence gives him plenty of work.” 

2. In the relation of moral causes and effects, we have, 
generally, in the first instance, to prove by reasoning that 
such a relation exists. 

If, for instance, I contend that education produces good 
morals, and hence, ask my neighbours to assist me in 
establishing a school for the poor, — I may be asked to 
prove, in the first instance, that education does produce 
good morals ; for, unless I can prove the relation of cause 
and effect in this case, my efforts will bo unavailing. So 
in many of the acts of ordinary life, and in nearly all our 
public proceedings, whether a certain cause will produce a 
certain effect is, in fact, the whole question in dispute. 

3. Sometimes it is matter of dispute, when two circum- 
stances sustain the relation of cause and effect, which is 
the cause and which is the effect. 

Heretofore the landlords have been accused of keeping 
up the price of corn, by demanding high rents : but Dr. 
Chalmers observes that there is no sounder principle in 
political economy than that the high prices of corn are not 
the effect^ but the cause of high rents. The country bankers 
were accused of causing a general rise in prices by an ex- 
cessive issue of their notes ; but they stated in reply, that 
it was not the increased issue of notes that caused the high 
prices, but the high prices called out the notes. 

4. In investigating the relation of cause and effect, it is 
sometimes advisable not to stop at the immediate causes, 
but to go further back, and ascertain what are the original 
causes of that immediate cause. It has been disputed 
whether the price of food has any influence on the rate of 
wages. It has been answered, No; for the rate of wages 
is regulated by the proportion between the demand for 
labour and the supply. Admitting the latter opinion to 
be correct, it does not refute the former; For the demand 
and the supply of labour are influenced by anterior causes, 
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and the price of food may be one of those anterior causes. 
So, we are told that the rate of interest is regulated by the 
proportion that may exist between the demand and the 
supply of capital. This throws but little light upon the 
matter, unless we are told at the same time what are the 
anterior causes that regulate this demand and this supply. 

5. In reasoning upon moral causes, we are exposed to 
much difficulty from the circumstance, that o?ze effect is 
often produced by a variety of causes. 

The greatest sophistry arises from imputing to one par- 
ticular cause an effect which results from the joint opera- 
tion of many causes. Thus, the ruin of an individual may 
be the consequence of the accidental burning of his house ; 
of imprudent conduct ; of the treachery of friends, and of 
robbery by thieves. The fall of a state may be the effect 
of the united operation of a tyrannical government, a sedi- 
tious people, the encroachments of a foreign enemy, and 
pestilence and famine. Now, should a person take the 
effect, and argue that it was produced solely by one cause, 
ho would be in error. 

6, We shall also fall into error if we deny the existence 
of any one cause, because other causes contributed to irroduce 
the effect. 

Thus, it has been contended that Sir Robert Peel’s Act 
for Regulating the Currency, passed in the year 1844, was 
a cause of the commercial distress that occurred in the 
year 1847. In reply, it was contended, that the distress 
of 1847 was produced by the famine in Ireland and the 
speculations in railways. Now this is no refutation of the 
former opinion ; for all the three causes may have united 
in producing the same effect. 

If the effect may have been produced by several causes, 
and we can prove the absence of 'all the causes except ozie, 
this fixes the effect upon that one cause. We take the 
following extract from the Report of the General Board of 
Health on the Supply of Water to the Metropolis: — 

“ With respect to this case of Rotherhithe, the fact of the 
people in the first street mentioned having been the first victims 
in the great outbreak, shows that they must have been highly 
predisposed; and as they lived in decent houses, and were in 
comfortable circumstances, two of the more ordinary causes of the 
E 3 
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disease — overcrowding and poverty — could not have operated. 
Those considerations can leave no doubt that the one main came 
of the great severity of tbe attack was the use for domestic pur- 
poses of polluted Thames water.” 

7. We should also fall into error were we to infer, that 
of two events one is the cause of the other, merely because 
it occurred first in the order of time. 

This fallacy is often ridiculed by a reference to the 
building, of Tenterden steeple being the cause of the Good- 
win sands. The story is told, I believe, by Bishop Latimer. 
There was a time when the Goodwin sands, which lie in 
the neighboiu-hood of Dover, did not exist. Sometime 
after they had collected. Government commissioners were 
appointed to ascertain the cause. They accordingly pro- 
ceeded to the spot to examine witnesses. Among others, 
an old man assured them that the cause of the Goodwin 
sands was the building of the Tenterden steeple. They 
asked him how this could be. He stated, he could not 
tell how, but he knew it was so ; for he recollected that 
when there was no steeple there were no sands, but soon 
after the building of the steeple in came the sands. He, 
therefore, inferred that the building of the steeple was the 
cause of the sands. 

In order to prove that two events sustain the relation 
to each other of cause and effect, it is necessary to show, 
first, that the two events did actually occur ; secondly, that 
the event which we call the cause, occurred in the order 
of time before the effect; and, thirdly, that there was an 
adaptation in the cause to produce the effect. In refutation 
we may state, that one or both of the two events did not 
occur — or that they did not occur in the order of time — 
or that there was no adaptation in the one to produce the 
other. We may go further, and maintain that the alleged 
cause, so far from being the cause, was an obstruction to 
the effect. The words, ‘‘in spite of,” are sometimes used 
on such occasions. “ Gentlemen, I contend that trade did 
not prosper in consequence of protection, but that it pro- 
spered in spite of protection.” 

Public measures are usually approved or condemned 
on account of the effects they are alleged to produce. 
Here is a wide field for controversy. The affairs of a 
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nation are so multifarious, so many causes are perpetually 
at work, that it is difficult to trace with certainty the pre- 
cise effects of any one cause. Even after measures have 
become law, and we have had some experience of their 
operation, the same difference of opinion is still maintained. 
If a measure already adopted is applauded on account of 
the good effect it has produced, we may contend in oppo- 
sition to this, that the event, called the effect, lias not 
taken j)lace— or admit that the event has taken place, but 
was not the effect of that cause. Or, we may go further, 
and admit that the event was the effect of the cause, but 
that the effect was a bad effect. Or, we may go still 
further, and admit that the effect was a good effect, and 
then contend that the same cause produced other effects of 
a different character, so that the bad consequences more 
than counterbalanced the good ones. 

8. In reasoning upon moral causes and effects we should 
inquire whether at all times and under all circumstances 
the same causes will produce precisely the same effects. 

We often meet with cases of this kind in the consider- 
ation of historical and international questions. Thus, it 
is said the Woollen Manufacture in England, and the 
Linen Manufacture in Ireland, prospered in consequence 
of protective laws, and therefore the same laws would cause 
increased prosperity at the present time. The Navigation 
Laws were useful to England at the time of Oliver Crom- 
well, therefore they would be useful still. A few years ago 
it was contended that Joint Stock Banks were adapted 
only for countries having little capital, such as Ireland 
and as Scotland when they were first established there, but 
were quite unsuitable for a wealthy country like England. 
The same argument is now employed against the introduc- 
tion of “ Partnerships en Commandite,” such as exist in 
France and America. 

9. If it be a matter of dispute whether two events 
sustain the relation of cause and effect, we may be able to 
solve the difficulty, if it is found that the removal of the 
supposed cause is followed hy the removal of th^ supposed 
effect 

“ There was the case of a man who lived in the Coburg-road, 
in Camberwell parish, in a semi-detached house, in a healthy 
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situation, and with a garden behind the premises; his wife had 
noticed that the water supplied to them was exceedingly bad, and, 
having been informed that it was likely to affect the health of her 
family, she invariably boiled and filtered it: all kept in perfect 
health except the father, who objected to drink this water, from 
its being flat and iiiiaerated; he would still drink it as it came 
from the water-butt, and the consequence was that he was 
attacked with choleraic-diarrhoea: he afierward.'^ drank no more of 
itj and got wclV — Report of the Board of Health. 

Thus, it was disputed whether the Act of 1844 for regu- 
lating the currency was the cause of the monetary pressure 
of 1847; but it was found that when the act was suspended 
in October, 1847, the pressure inline diately ceased. A 
writer on this subject observes — “ It has been denied that 
this pressure was produced or increased by the Act. But 
how stand the facts? The Act was passed, and, as pre- 
dicted, a pressure came — the Act w^as continued, and the 
pressure increased — the Act was suspended, and the pres- 
sure went aw^ay. These ai’e not opinions — they are facts.” 

10. We sometimes attempt to refute a doctrine by 
tracing the absurd consequences that must result from it. 
This is called by scholastic logicians a reductio ad absur- 
dum — you reduce it to an absurdity. 

It is not necessary, however, in this mode of reasoning, 
that the deduction should be absurd, in the ordinary sense 
of the word. It is sufficient if it shows the unsoundness of 
the sentiment from which it is fairly inferred. 

To prove the utility of money, show the evils that 
would arise from its abolition. 

‘‘ What a useful thing is money ! If there was no such thing 
as money, wc should be much at a loss to get anything we might 
want. The shoemaker, for instance, who might want bread, and 
meat, and beer, for his family, would have nothing to give in 
exchange but shoes. He must go to the baker, and offer him a 
pair of shoes fpr as much bread as they were worth : and he must 
do the same thing if he went to the butcher for meat, or to the 
brewer for beer .” — Easy TjCssous on Money Matters. 

Sometimes we meet with zealous advocates, who reduce 
their own principles to an absurdity by deducing from 
them extravagant conclusions. Dr. Chalmers adopted the 
Malthusian theory of population, and drew from it such 
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startling, and yet apparently legitimate conclusions, that 
his readers were led to doubt the soundness of the theory : 
They judged of the tree by its fruits. 

If an absurd conclusion can be legitimately deduced 
from any general principle, it is a sufficient proof that the 
prmciple is unsound; but in this case we should carefully 
investigate the logical accuracy of the deduction, for weak 
or zealous advocates will sometimes make extravagant 
deductions from even sound principles. 

Akin to the reduction ad ahsiirdwm is an exposure of 
the fallacy called “ proving too much.” This fallacy is an 
argument that, if admitted to prove the point in dispute, 
would, if carried out to all its legitimate consequences, also 
prove other points that neither of the disputants admit to he 
true. 

The following illustrations of this principal of reasoning 
are taken from the author’s writings on banking : — 

1. — Effects of a Large Paid-up Capital. 

The payment of a certain portion of the capital before the com- 
mencement of business, is a pledge that the project is not a mere 
bubble, and tliis is especially necessary when the proprietors 
have no farther liability. But even with unlimited liaoility a 
certain amount appears to be necessary. The employment of 
capital judiciously is sometimes a means of acquiring business; 
and in case of loss there should always be a sufficient capital to 
fall back upon without recurring to the shareholders. 

There is an evil in a bank having too small a capital. In this 
case, the bank will be but a small bank ; the number of proprie- 
tors will be few, and the number of persons eligible to be chosen 
directors will be few ; hence there will not be the same guarantee 
for good management. If a bank with a small capital have also a 
very small business, it had much better cease as an independent 
establishment, and become the branch of a larger bank. If, on 
the other hand, it has a large business, with a large circulation, 
large deposits, and large loans or discounts, its losses will some- 
times be large, and hence the whole capital may be swept away. 
It is true, that while it avoids losses the shareholders will receive 
large dividends, but these large profits had much better be left in 
the bank as an addition to its capital than shared among the pro- 
prietors in the form of dividends. There is danger too that the 
liigh premium on those shares may induce many shareholders to 
sell out and form other, and perhaps rival establishments. 
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The most effectual way of acquiring this self-dependence that 
we have been recommending, is to call up an adequate amount of 
capital. During a pressure, as we have already said, a banker 
has three additional claims on his funds. In the first place, 
a large amount of his deposits may be withdrawn. Secondly,* 
many of his customers, and some probably of the wealthiest, will 
require additional assistance, in the way of loans and discounts. 
And, thirdly, he will think it prudent to keep a larger sum in his 
till, to meet contingent demands. On the other hand, the bills 
he holds will not all of them be regularly paid ; the temporarv 
loans he has granted will have to be renewed ; and should he call 
up any of his permanent, or dead loans, it will resemble calling 
spirits from the deep. In this case he will find the benefit of a 
large capital ; and it is only by means of a large capital that all 
these operations can be performed with comfort to himself and 
satisfaction to bis customers. 

2. — Effects of a Subplus Eund. 

We consider it of high importance that a bank should maintain 
an ample surplus fund. Witliout such a fund, the dividends will 
fluctuate very widely, and sometimes there may be no dividend at 
all, even though upon a series of years the bank may have been, 
very successful. Even if it is known that a bank has met with 
losses, its credit is not so much aftected when it has an ample 
reserved fund to fall back upon. And besides the ordinary 
losses in the way of business, a bank will sometimes, in a season 
of pressure, be called upon to sustain loss by the realization 
of securities, and it is very convenient to have a surplus fund 
sulliciently ample to bear ail these contingencies. Such a fund 
too has a moral effect in strengthening the reputation of the bank 
in public estimation. It is regarded as an indication that its 
affairs are governed by a wise and prudent administration. 

When urging the establishment of a surplus fund, we are met 
with the remark that we are not bound to do anything for 
posterity, inasmuch as posterity have done nothing for us. We 
recollect meeting with, this joke many years ago, we think in 
‘'Joe Miller.” As it is so frequently repeated, we presume it is 
thought to be witty. We profess not to be a judge of witticisms. 
As a piece of reasoning it seems very unsound. To deny our- 
selves present gratifications in order to make provision for the 
future, is one of the most important lessons that reason teaches 
to man. Nor is it for posterity, in the present case, that the 
provision is made. All bank proprietors should wish that it may 
be so i but it is very probable that withm their own life-time 
some untoward events may occqr that will require a portion 
of the reserved fund to keep up the ordinary dividend. 
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Those persons are under a mistake who object to a reserved or 
surplus fund on the ground that it takes away the profits from the 
existing shareholders, and gives them to the future shareholders. 
This is not the fact. An existing shareholder who keeps his 
shares until the fund is in some way distributed, receives of 
course his portion of the fund. But an existing shareholder who 
sells out his shares before the fund is distributed, receives the 
value of his portion of the fund in the price of his shares. The 
amount of the surplus fund will influence the market-value of the 
shares. In proof of this, we may observe that after a bank has 
declared a bonus the market-price of the shares usually falls, as in 
fact, cceteris parihusy it ought to do. 

3. — Effects of a System of Branches. 

When the law existed in England that no bank should have 
more than six partners, the branch system scarcely existed. In 
some cases, a bank had a branch or two a few miles distant, but 
no instance occurred of a bank extending itself throughout a 
country or a district. But with joint-stock banking arose the 
branch system — the head office was placed in the county town, 
and branches were opened in the principal towns and villages 
around. The credit of the bank being firmly established, its 
notes circulated freely throughout the whole district. The chief 
advantages of this system are the following : — 

There is greater security to the public. The security of the 
whole bank is attached to the transactions of every branch; 
hence there is greater safety to the public than could be afforded 
by a number of separate private banks, or even so many indepen- 
dent joint-stock banks. These banks could have but a small 
number of partners — the paid-up capital and the private property 
of the partners must be comparatively small ; hence the holaer of 
a note issued by one of the independent joint-stock banks could 
have a claim only on that bank : but if that bank, instead of being 
independent, were a branch of a large establishment, the holder oi 
a note would have the security of that large establishment; hence 
the branch system unites together a greater number of persons, 
and affords a more ample guarantee. 

The branch system provides greater facilities for the transmis- 
sion of money. The sending of money from one town to another 
is greatly facilitated, if a branch of the same bank be established 
in each of those towns, for all the branches grant letters of credit 
upon each other. Otherwise you have to ask the banker in the 
town from which the money is sent, to give you a bill upon 
London, which is transmitted by post; or you request him to 
advise his London agent to pay the money to the London agent 
of the banker who resides in the town to which the money is 
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remitted. This takes up more time, and is attended with more 
expense. A facility of transmitting money between two places 
usually facilitates the trade between those places. 

4. — Effects of Bills of Exchange. 

Besides their utility as a means of transferring money from one 
place; to another, bills liave the following advantages. 

1. Bills arc a means of transferring debts from one person to 
another. If I owe a man 100/. and another man owes me 100/ , 
I will draw a bill for that amount on my debtor and give it to my 
creditor. 1 have thus transferred the debt from my debtor to my 
creditor, and my own debt is liquidated. My debtor, instead of 
paying me the money he owed me, will pay it to the holder of the 
bill. My creditor will now look for payment to my debtor, and 
consider me simply as a guarantee for the payment of the bill. 
If he wishes to make use of the bill he will again transfer the 
debt to another party, placing liis own name on the bill as an 
additional guarantee. The bill may thus pass through a variety 
of hands, and liquidate a great number of debts, before it becomes 
due. When due, it will be paid by the accepter, who was the 
original debtor, and all these intermediate transactions will be 
closed. Hence, in Lancashire, bills of exchange serve the 
purpose of a circulating medium, in the same way as bank notes. 
The only difference is, tliat in transferring a bank note you are 
not responsible for its ultimate payment ; but in passing a bill of 
exchange you place your name on it as a guarantee. A bill of 
exchange, too, cannot always be passed for its full amount ; but 
you will have to pay a discount according to the time it has to 
run before it will fall due. 

2. Bills fix the period for the payment of debts, and in case of 
litigation they afford an easy proof of the debt. A person will 
have little scruple in putting off a tradesman to whom he owes 
money, and the creditor dares not be urgent lest the debtor 
should no longer deal with him, hence the time of payment can 
never be calculated upon with certainty. But if the customer 
has given a bill for the amount he owes, that bill will circulate 
into the hands of other persons who will be more peremptory 
in demanding payment, and whose applications cannot be dis- 
regarded with impunity. Besides, if a man dishonour his accept- 
ance, his character is stamped once in the commercial world as 
being either very poor, very negligent, or very unprincipled, and at 
no future time will he be able to raise money upon the credit of his 
name. Hence many persons who are very tardy in paying a book 
debt, are very punctual in pacing their bills. In case, too, a 
tradesman is under the necessity of bringing an action at law 
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against his customer, he will have to prove the actual delivery of 
every article mentioned in his aceount. This, at a distanee of 
time, is often difficult to do ; but if a bill has been accepted for 
the amount, it is only necessary to prove that the acceptance is in 
the defendant’s handwriting. 

3. Bills enable a tradesman to carry on a more extensive busi- 
ness with the same amount of capital. If, by the custom of 
trade, a dealer ^ive his customers three months’ credit, he can, 
during that period, make no use of that portion of his capital 
which is invested in the commodities they have purchased; but if 
they accept his bills, drawn at three months after date, he can, if 
in good credit, get those bills discounted at the bank in his town, 
ana then employ this money in the farther extension of his busi- 
ness. He will thus, while selling on credit, obtain nearly the 
same advantages as though he sold for ready money. Should he, 
instead of having these bills discounted, pay them to the manu- 
facturer or wholesale-house of whom he makes his purchases, it 
will amount to nearly the same thing. The whole of his capital 
is thus kept in motion, and is not diminished by any amount of 
outstanding debts. To give credit without drawing bills re- 
quires that a tradesman should have a large capital. To give no 
credit will restrict his business. By means of bills he is enabled 
to give credit and to extend his business, without requiiing any 
addition to his capital. 

4. Bills afford an easy way of giving a guarantee. A person 
may wish to borrow money of me, and I may be unwilling to lend 
it to him unless he procure a more wealthy person to guarantee 
the re-payment at a given time. If he has a friend that will do 
this, the most easy way of effecting the guarantee is by means of 
a bill drawn by the borrower upon his friend. This, iii point of 
security, is the same thing as a letter of guarantee ; but it has 
also this additional advantage, that if I should want the money 
before the time fixed for its re-payment, I can get this bill dis- 
counted and reimburse myself the money I have advanced. Bills 
of this description are called accommodation-bills, or wind-bills, or 
kites. When employed only as a means of affording occasional 
assistance to a needy friend, or for raising a sum of money for a 
short time, to meet an unexpected call, they do not appear to be 
very objectionable. But when systematically pursued for the 
purpose of raising a fictitious cm)ital whereon to trade, they 
uniformly indicate the folly and effect the ruin of all the parties 
concerned. 

5. Bills are a means of transferring capital from one trade to 
another. Every branch of trade is liable to fluctuations from an 
alteration in the proportion between the demand and the supply, 
and hence capital is continually undergoing a transfer from the pro- 
duction of those articles for which there is a less demand, to the 
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production of those articles for which there is a greater demand, 
but in what way is this transfer effected? Is it by a manufacturer 
leaving one employment for another? No. The manufacturer in 
the declining trade will reduce his capital, while the manufacturer 
in the prosperous trade will augment his capital ; and the transfer 
of capital from one trade to the other is effected chiefly by bills 
of exchange. The manufacturer who has sold a less quantity of 
commodities, will have fewer bills for his banker to discount ; the 
other, having sold a greater quantity of commodities, has more 
bills for discount. The banker’s capital, which he employs 
chiefly in the discount of bills, is thus easily transferred from one 
branch of manufacture to another, in exact proportion to the cir- 
cumstance of the respective parties. 

5. — Causes of a low Rate op Interest. 

A new calamity has visited our country. The nation groans 
beneath the pressure of an abundance of money. Where there is 
most money there is most complaint. The distressed interest is 
the moniea interest — for lenders can find no borrowers, and 
capital is in search of employment. Such is the doleful language 
of nearly all our banking establishments. 

If any one had ventured to predict a short time ago that such 
would be the present state of affairs, his predictions would have 
been received with as much suspicion as those of the Weather 
Almanack. It may, therefore, be useful to endeavour to trace 
the causes of events that have bafiled the wisdom of the wise, and 
set at nought the understanding of the prudent. 

The present abundance of money, as compared with its scarcity 
at a very recent period, may be assigned generally to two causes 
—a diminution oi the demand, and an increase of the supply. 

The quantity of money required in any country must depend 
upon the extent of its trade ; and as both the foreign and domestic 
trade of this country has very considerably decreased within a 
very recent period, and is now in a very depressed state, less 
money is required to carry it on ; hence there is a falling off in 
the demand for money. 

The quantity of money required to carry on any given amount 
of trade depends also upon the general scale of prices ; and as the 
prices of nearly all commodities have been reduced, the amount of 
money demanded for even the present extent of trade has been 
proportionably diminished. 

While the demand for money has thus been reduced, its 
supply has been considerably increased. This has been from two 
sources — domestic and foreign. 

The domestic supply has arisen from the return of public con- 
fidence. During the season of pressure all confidence was 
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destroyed ; the most wealthy commercial houses were subject to 
suspicion ; and even the Joint Stock Banks knew not how soon 
they might become exposed to attack from the popular delusion 
which then prevailed. Hence money was hoarded; every one 
prepared for the worst; and money became scarce, because 
nobody would part with it. But on the return of confidence the 
hoards were brought out — the amounts held by banks in England 
and Ireland became reduced — the stagnant funds were put into 
circulation, and overflowed the country. 

But the main supply has been from abroad. A reduction of 
prices caused by a forced contraction of the currency, is sure to 
render the foreign exchanges favourable. This re-action has been 
in proportion to the intensity and duration of the previous pres- 
sure, and hence large importations of gold have arrived from the 
continent. This gold is immediately taken to the Bank of Eng- 
land, and exchanged for notes. The money market has thus been 
inundated by foreign supply. 

We have thus stated the immediate causes of the present 
abundance of money. The remote causes we do not just now pro- 
pose to discuss. But we think the facts before us naturally 
suggest one or two remarks upon the theories of some of our 
writers upon the currency. Some writers contend that the cur- 
rency should be regulated by the foreign exchanges. But few 
have had the courage to follow out this principle to its legitimate 
conclusion. For if the foreign exchanges are to regulate the 
currency, the result will be that the Bank of England must 
always reduce the circulation when money is scarce, and still 
farther increase it when it is abundant. 

The facts before us seem also to show that the absolute amount 
of notes in circulation is a very imperfect criterion by which 
to form a judgment as to the abundance or scarcity of money. 
Other circumstances must always be taken into consideration; 
thus the circulation of the Bank of England, though considerably 
increased, yet the difference in the amount is of itself totally in- 
‘sufficient to account for the altered state of our monetary affairs. 

It may be observed, too, that the increase in the amount of 
money in circulation does not necessarily give any stimulus to 
domestic industry. This abundance of money has lasted for 
nearly a year, yet at this moment some of the most important 
branches of our manufactures are in a state of great depression. 
It is easy to bleed a man to death, but we cannot restore him to 
life by merely pouring fresh blood into his veins. Yet such 
appear to be the notions of those who regulate the currency. 
The body politic was supposed to have become bloated and diseased. 
The physicians of the Sangrado school recommended bleeding 
and hot water ; and now they would counteract the effects of their 
own quackery by a profuse supply of the circulating medium. - 
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6.— Causes and Effects of Pfessure. 

A pressure on the money-market may be defined a difficulty of 
getting money in the London market, either by way of dis- 
counting bills, or of loans upon Government securities. This 
difficulty is usually accompanied by an unfavourable course of 
exchange, a contraction of the circulation of the Bank of England, 
and a high rate of interest. These three circumstances have the 
relation to each other of cause and effect. The unfavourable 
course of exchange induces the Bank of England to contract her 
circulation ; and the contraction of the circulation, by rendering 
money more scarce, increases its value, and leads to an advanced 
rate of interest. The removal of the pressure is in the same 
order — the foreign exchanges become favourable — the Bank of 
England then extends her circulation — money becomes more 
abundant, and the rate of interest falls. The degree to which the 
exchanges are unfavourable is indicated by the stock of gold in 
the Bank of England ; and when this is at its lowest amount the 
pressure may be considered to have attained its extreme point ; 
for as the amount of gold increases, the Bank will extend her 
circulation, and the pressure will subside. 

If we take a review of all the recent pressures on the money- 
market, we shall find they have always been preceded by the 
following circumstances : — Eirst, by abundance of money; secondly, 
by a low rate of interest; thirdly, by some species. of speculative 
investments. The principal pressures that have occurred of late 
years, have been those of 1825, 1836, 1839, and 1817. 


This objection assumes that a pressure is an evil. It assumes, 
that to advance the rate of interest to a rate which no profit can 
afford to pay — to deprive solvent houses of the means of meeting 
their legitimate engagements — to cause a universal reduction of 
prices, and* thus to baffle the calculations of even the most pru- 
dent — to reduce wealthy merchants to the condition of paupers — 
to deprive manufacturers of the means of executing their orders, 
and tlius to throw thousands of industrious people out of employ- 
ment — to sell to foreigners large amounts of goods and manufac- 
tures at less than the prime cost, thus causing a great national 
loss — to paralyze the national industry— to stop the progress of 
useful works — and to destroy confidence and credit — the objec- 
tion assumes that a pressure which produces effects like these is 
a national evil. And such must be the opinion of those who 
suspended the Act, and of those who approve of that suspension ; 
for it was to prevent or to remove evils like these, that the Act 
was suspended. 
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SECTION VI. 

THE RELATION OF CAUSE AND EFFECT — CONDITIONAL CAUSES. 

A CONDITIONAL causo is a circumstance, or state of 
things, which is necessary to the production of an effect, 
but which does not actively produce that effect. 

Thus, if a man flill from his horse, it is a necessary con- 
dition that he should previously have been on his horse, 
otherwise he could not have fallen. If a man is hanged 
for forgery, the active or efficient cause of his being hanged 
is the commission of the crime ; but if he had never learned 
to write, he could hot have committed a forgery; hence 
his knowledge of WTiting is a necessary condition. As the 
condition does not thus actively or necessarily produce the 
effect, we do not usually use the words cause ” and 
‘"effect,” but we say, “ the condition” and “the consequent,” 
or “the antecedent,” and “the consequent;” and some- 
times we call the effect, the ^‘ incidental effect” So it is 
a necessary condition to the performance of any act, that 
the man who performs it should be alive. Now then, if 
a will is produced of a date some years subsequent to the 
death of the alleged testator, it proves that the ‘will is 
a forgery. The man might have been alive without 
making a will, but he could not have made a will unless 
he had been alive. The condition must have preceded the 
consequent. 

This relation of antecedent and consequent supplies us 
with various modes of reasoning. 

1, From the non-existence of the antecedent, we infer 
the non-existence of the consequent. 

Qualifications j instruments^ and op'portunities are neces- 
sary conditions to tlie performance of any act. If we 
prove the absence of these w'e prove the non-performance 
of the act. If a man has committed murder, it is a neces- 
sary condition, that he should have been at the place wffieii 
the murder was committed, and at the time the murder 
■was committed. Now, if he can prove an alxhi^ that is, if 
he can prove that he was at a distant place at the time 
the murder w^as committed, this proves that he did not 
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commit the murder. The non-existence of the condition 
proves the non-existence of the consequent. But you 
cannot reverse this rule. The existence of the condition 
will not of itself prove the existence of the consequent; 
for he might have been at the place where, and at the 
time when, the murder was committed, and yet might not 
have committed the murder. It might have been com- 
mitted by some of his companions. 

2. Again, from the existence of the consequent we infer 
the existence of the antecedent 

Take the same instance. If a man is proved to have 
committed a murder, it proves the antecedent, that he was 
at the place where, and at the time when, the murder was 
committed. But if it is proved that he did not commit 
the murder, that is in itself no proof that he was not 
present when tlio murder was committed. The non- 
existence of the consequent is no proof of the non-exist- 
ence of the antecedent. 

Sometimes it is contended in favour of a proposed 
measure, that it is a necessary condition, i,e, a conditional 
cause, to some other measure of still greater importance. 
Thus the Earl of Shaftesbury advocated in the House of 
Lords the establishment of Lodging Houses for the poor, 
upon the ground that domestic comfort is a necessary con- 
dition to their intellectual and moral improvement. 

By a similar mode of reasoning we sometimes adduce 
a precept to prove a doctrine, the truth of which seems 
a necessary condition to the justice of the command. 
Thus the commands of Scripture to repent, believe, obey, 
imply as a necessary condition that man has the power to 
repent, believe, and obey. The threatenings of punishment 
imply as a necessary condition that man is a free agent; 
otherwise he could not justly incur punishment. So Arch- 
bishop Whately cites an injunction to almsgiving as a scrip- 
tural authority for the institution of property. 

3. This principle of reasoning is used very extensively 
in the examination of evidence adduced in our Courts 
of Law. Sometimes parties are accused of crimes to the 
perpetration of which there were no witnesses. Their guilt 
is inferred from the circumstances of the case. This is 
called circumstantial evidence,” and sometimes pre- 
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sumptive evidence,’' as the guilt is 'presumed from the cir- 
cumstances adduced. Some lawyers have maintained that 
circumstantial evidence is more conclusive than direct 
evidence, as there is no danger from the perjury of the 
witnesses. But others have thought differently. No certain 
rules can be given for circumstantial evidence. Each cause 
must (iepend upon itself. 

It may be observed that the conclusiveness of circum- 
stantial evidence does not depend upon the force of any one 
circumstance, but upon the strength of the whole united. 
If we see a man coming out of a house, with blood on his 
clothes, that is no proof that he has committed murder. 
There are many other ways in which his dress may have 
become bloody. But if we enter the house, and find there 
a person who has the appearance of having been recently 
murdered, this causes the former individual to become 
suspected. If, again, you find the hat of this person in 
the house of the murdered man ; and when this person is 
apprehended, he denies ever having been in the house; 
and, moreover, you find concealed in his dress some pro- 
perty proved to have belonged to the man who was 
murdered ; — now, putting these and similar circumstances 
together, you may have sufficient proof of the prisoner’s 
guilt ; for although you might easily assign other causes 
for any one of these circumstances separately, you cannot 
assign sufficient causes to account for them all, except on 
the supposition that the prisoner is the man who has com- 
mitted the crime. Hence, from the existence of these con- 
sequents we infer the existence of the antecedents, 

4. Circumstantial evidence is also employed by theo- 
logians. 

Under this principle of reasoning we may class Paley’s 
Horce Paulince, and similar works, designed to prove the 
authenticity of the Sacred Writings. This work of Paley 
is confined to the consideration of the Acts and the Epistles. 
It does not attempt to prove they are genuine, but to 
prove they are not forgeries. The result is the same, but 
the mode of reasoning is different. It is presumed that 
some party has accused these books of being forgeries; 
and the reasoning is to show, by circumstantial evidence, 
that the accusation is not true. The evidence is derived 
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from tbo writings themselves, and rests upon the inci- 
dental coincidences that occur between the Acts of the 
Apostles” and the “Epistles.” Had these writings not 
been genuine these coincidences could not exist. Here, 
again, from the existence of the consequences we infer the 
existence of the antecedents. 

The same coincidences are observable in the Gospel his- 
tories. “ In every narrative,” observes Paley, “we perceive 
simplicity and undesignedness, — the air and the language 
of reality. When we compare the different narratives 
together, we find them so varying as to repel all suspicion 
of confederacy ; so agreeing under this variety, as to show 
that the accounts had one real transaction for their common 
foundation; often attributing different actions and dis- 
coui’ses to the Pereon whose history, or rather memoirs of 
whose history, they profess to relate; yet actions and dis- 
courses so similar as very much to bespeak the same charac- 
ter, which is a coincidence that, in such writers as they were, 
could only be the consequence of their writing from fact, 
and not from imagination ,” — Evidences of Christianity. 

Bankers, merchants, and traders judge by this kind of 
evidenee of the solvency and responsibility of the parties 
with whom they deal. The actual amount of a man’s pro- 
perty is generally known only to himself. His standing on 
the exchange or in the market will depend upon his per- 
sonal character, his business habits, his conformity to esta- 
blished rules, and the extent to which he practises those 
moral virtues which are known to be the surest guide to 
wealth. We are told that “ It is of great importance to a 
banker to have an ample knowledge of the means and 
transactions of his customers. The customer, when he opens 
his account, will give him some information on this subject. 
The banker will afterwards get information from his own 
books. The amount of transactions that his customer 
passes through his current account, will show the extent of 
his business. The amount of his daily balance will show if 
he has much ready cash. The extent and character of the 
bills he offers for discount, will show if he trusts large 
amounts to individual houses, and if these are respectable. 
On the other hand, the bills his customer may accept to 
other parties, and his payments, will show the class of 
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people with whom he deals, or who are in the habit of 
giving him credit.’* Another banker observes that, Next 
in importance to a study of his accounts, the habits and 
character of a client are deserving of your attentive con- 
sideration. If a man’s style of living, for example, becomes 
extravagant, and he gives himself over to excess, you can- 
not too promptly apply the curb, however regular the 
transactions upon his account may seem.” 

Now, this is judging from circumstantial evidence. By 
the same kind of evidence we are guided in our domestic 
adjudications. By this mode of reasoning we judge of the 
shonesty of our servants, of the truthfulness of our children, 
and of many other transactions connected with family 
discipline. By this mode, too, we often judge of the 
sincerity of our friends, and of the character of public 
men. 

5. That form of argument which is called a Dilemma 
may be classed under the conditional form of reasoning. 

Mr. Burke uses the dilemma in arguing against public 
debts. ‘‘ If,” says he, Governments provide for these 
debts by public impositions, they perish by becoming 
odious to the people. If they do not provide for them, 
they will bo undone by the efforts of the most dangerous 
of all parties — I mean an extensive discontented monied in- 
terest, injured and not destroyed.” The objections to the 
law which prohibits the payment of wages in goods, have 
been made in the same form. “ Either the law will be gene- 
rally observed, or it will not. If it be generally observed, 
it will frequently prevent the workmen from procuring 
employment, since manufacturers may be able to pay 
wages in goods when they are totally incapable of furnish- 
ing money. If it be not generally observed, which is the 
most probable case, it will be the means of giving an 
advantage to those who are dishonest and loose in principle, 
over the strictly upright and conscientious manufacturers, 
without any benefit to the workmen.” Colonel Torrens 
employs the dilemma in arguing against the construction 
of canals (or other public works) by the Government. If 
canals could be profitably opened, it would not only be su- 
perfluous and absurd, but positively pernicious for Govern- 
ment to undertake them ; for in this case, private interests 
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would accomplish the object far more economically. If 
tliey could not be opened with a profit, it would be per- 
nicious to force capital into an unproductive channel. In 
either case, therefore, nothing but mischief can result from 
the interference of Government.” In the same form of 
reasoning Monsieur Say argues against Sumptuary Laws, 
“ Sumptuary Laws are superfluous or unjust. The in- 
dulgence proscribed is either within the means of the 
individual, or not. In the former case, it is an act of 
oppression to proliibit a gratification involving lio injury 
to others ; in tlic latter case, it is, at all events, nugatory 
to do so, for there is no occasion for legal interference 
where pecuniary circumstances alone arc an effectual 
bar.” 

(). This kind of argument is sometimes composed of 
tlirec members, and is then called a Trilemma. 

It has been remarked as a characteristic of the late Sir 
Kobert Peel, that in introducing his measures to the House 
of Commons, he often used the trilemma. Three courses 
are before us — to go backward, to stand still, to go forward. 
We cannot go backward ; wo cannot stand still ; we must, 
then, go forward.” 

Sometimes a subject is divided into three parts, with the 
view of disproving two of these parts, in order to affirm the 
third. Thus, workmen must have fair wages —not too higk 
or too low. 

“ xVnd each of these employers is forced to pay each of his 
workmen as high wages as the work which tlie workman does, 
and the price which goods sell for, will allow. Tor ?/ he paid 
less, his workmen would leave him to get better wages else- 
wliere; and if he paid more, he would lose instead of gaining, by 
employing tliem ; and if he were to pay every workman alike, 
wliatever were the quantity or goodness of - the work done by 
I'.im, it is certain that in most cases he would be paying either 
too much or too little : too much to the bad workmen, and too 
little to the good ones. Besides this, when workmen are not paid 
according to their merits, there are scarcely any good ones ; 
because when they see that tliey are no gainers by working well, 
and working hard, they all become idle or careless .” — Easy Lessons 
on Money Matters. 

The following illustrations of this principle of reasoning 
are taken from the Author’s writings on banking : — 
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1. — Antecedents op the Puessure or 183G. 

With regard to the pressure of 1836, there was in tlie beginning 
of that year no appearanee of distress. But, on the contrary, 
every symptom of prosperity, attended by its usual concomitant 
— a readiness to engage in speculative undertakings. 

The following description of this period is taken from the speech 
of Mr. Clay, on introducing liis motion respecting Joint-stock 
Banks, May 12, 1836 : — 

‘‘ To what extent the operations of the joint-stock banks may 
liave contributed to create the present state of excitement in the 
commercial world, must, of course, be mere matter of conjecture. 
That they have had some considerable influence is probable, from 
the fact that the excitement and rage for spcculal.iou is greatest in 
those parts of the kingdom where the operations of those esta- 
blishments have been most active. London has been comparatively 
unmoved, but Liverpool and Manchester have witnessed a mush- 
room growth of schemes not exceeded by the memorable year 
J825. I hold in my hand a list of seventy contemplated com- 
panies for every species of undertaking, which have appeared in 
the Liverpool and Manchester papers within the last three 
months. This list was made a fortnight or three weeks since, 
and might probably now be considerably extended. It is im- 
possible also, I think, not to suspect that the facility of credit, 
and consequent encouragement to speculation, to which I have 
alluded, cannot have been without its effect in producing the 
great increase of price in almost all the chief articles of consump- 
tion and raw materials of our manufactures. That increase has 
been enormous — not less than from twenty to fifty, and even one 
hundred per cent., in many of the chief articles of produce, of 
consumption, and materials of our manufactures.” 

These appearances continued with little alteration until the 
month of July, when the Brink of England raised the rate of 
discount to four-and-a-half per cent. It then became known that 
there had been a demand upon tlie bank for gold from the pre- 
ceding April, and this measure w^as adopted by the bank as a 
means of rendering the foreign exchanges more favourable. This 
being found ineffectual, the "bank in September raised the rate of 
discount to five per cent. Besides raising the rate of interest, 
the bank adopted other measures of increasing the value of money. 
A large amount of American bills upon first-rate houses had been 
offered for discount and rejected. A high degree of alarm was 
immediately spread throughout the community. The dread of 
a panic similar to that of 1825 almost universally prevailed. 
Those who had money were unwilling to part with it— trade 
became suddenly stagnant — the prices of all commodities fell 
considerably, and numbers of commercial houses, chiefly of the 
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second class, suspended payment. Many railway and other projects 
now fell into oblivion. 

The alarm that existed was kept up by the monthly accounts 
of the bullion in the Bank of England. The public returns 
showed a gradual decline from April, 1836, to February, 1837. 
It was therefore supposed, that the Bank of England would bo 
under the necessity, for her own safety, of still further contracting 
her issues, and thus increasing the existing pressure. This appre- 
hension caused all persons who had money to retain it in their 
possession, and bankers and others withheld accommodation they 
would otherwise have been disposed to grant. 

This state of alarm was considerably augmented by the publica- 
tion of the llcport of tlie Secret Committee of the House of 
Commons upon Joint-stock Banks. This committee had been 
appointed on the motion of Mr. Clay, the Member for the Tower 
Hamlets, whose speech on the occasion might be termed a bill of 
indictment. The joint-stock banks had rapidly increased ; they 
had issued small shares ; they had large nominal capitals ; they 
had circulated an excessive amount of notes ; they had promoted 
speculation. These were the charges brought against them ; and 
they had greater weight from being advanced by a member who 
was known to be friendly to joint-stock banking. The report of 
the committee appeared to sustain all Mr. Clay’s accusations. 
This report was highly creditable to the talents and industry of 
the committee, but marked by a decided hostility of tone. While 
it enumerated all the actual or possible imperfections of the joint- 
stock banks, it ascribed to them scarcely a single excellence. At 
the same time, the committee deferred to the succeeding session 
the proposal of any measures for their improvement; thus the 
public were led to suppose, that in the following' session some 
stringent measures would be adopted with reference to joint- 
stock banks, but what they would be, none could conjecture. 

Had the report appeared at any other period, it might possibly 
have done good ; but as its appearance was contemporaneous with 
a pressure on the money market, and a high state of alarm, it 
unquestionably tended to weaken public confidence, at a time 
when it required to be strengthened. Persons who were unfriendly 
to joint-stock banks seized the opportunity of dispraising them ; 
and believed, or pretended to believe, that the banks were unsound, 
and would certainly stop payment. Others, who were friendly, 
were apprehensive that the banks, being still in their infancy, 
would be found too weak to witlistand the storm now raised 
against them. But though this alarm began with respect to joint- 
stock banks, it did not end there. It was. soon foreseen that if 
a few joint-stoek banks were to stop payment, the private banks 
in their neighbourhood would be put to a severe trial ; and if the 
banks should even be compelled to withhold their usual advances 
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to tlieir customers, the credit of individuals must suffer. Henc® 
the private bankers and the merchants, as well as the joint-stock 
banks, made preparations to meet any event that might occur, 
and by thus increasing the pressure on the London money market, 
occasioned still further apprehensions. 

The alarm was augmented by the stoppage of the Agricultural 
and Commercial Bank of Ireland, in the month of November, and 
the demand for gold which that stoppage occasioned in Ireland. 
The joint-stock banks of England now became subject to increased 
suspicion; the accommodation they had been accustomed to 
obtain by the re-discount of their bills in the London market was 
considerably restricted ; and in the beginning of December, the 
Northern and Central Bank at Manchester, a bank having a paid- 
up capital of 800,000/. with above 1,200 partners, and forty 
branches, applied for assistance to the Bank of England. This 
was afforded upon condition, in the first instance, that they should 
wind up all their branches except that at Liverpool ; and after- 
wards further assistance was granted, upon condition they should 
discontinue business after February, 1837. Soon afterwards, the 
old and respectable London banking-house of Messrs. Esdaile 
& Co. received assistance upon similar terms. 

2.— Antecedents op a Failure. 

There are certain signs of approaching failure, which a banker 
must observe with reference to his customers. Thus — if he keeps 
a worse account than heretofore, and yet wants larger discounts 
— if the bills offered for discount are drawn upon an inferior class 
of people — if, when his bills are unpaid, he does not take them 
up promptly— if he pays in money late in the day, just in time to 
prevent Ids bills or cheques being returned through the clearing ; 
but, above all, if he is found cross-firing : that is, drawing bills 
upon parties who at the same time draw bills upon, him ; as soon 
as a banker detects a customer in fair credit engaged in this 
practice, he should quietly give him reason for removing his 
account. , 

Sometimes two parties, who keep different bankers, will adopt 
a practice of exchanging cheques. Their cheques are paid into 
the banks too late to be cleared on the same day ; and hence the 
parties* accounts appear better the next day than tliey otherwise 
would be. Some tailing parties, too, have recourse to forged or 
fictitious bills, which they put into circulation to a large amount. 
The best way for a banker to guard against loss from this practice 
is, to inquire in all cases about the accepters of the bills that he 
discounts, not only when his customers are doubtful, but even 
when they are deemed respectable. Indeed it is only people in 
good credit that can pass fictitious bills. 
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, Tke banker’s rule is, that they who have discounts must keep 
a proportionate balance ; this is useful, as tlie amount of balance 
kept is an indication of the circumstances of the party. When 
a customer has heavy discounts, and keeps but a small balance, 
it may usually be inferred that he is either embarrassed in liis 
affairs, or he is trading beyond his capital. 

3. — A Conditional Cause of Pihvate Banking in England, 

In the year 1708, a clause was inserted in the charter of the 
Bank of England, prohibiting the establishment of any other bank 
having more than six partners. This clause prevented the forma- 
tion of any other joint-stock bank ; and, as the increasing wealth 
and commerce of the nation occasioned a demand for banks of 
some sort, a great number of banks, each having no more than six 
partners, rose into existence, as they were successively required 
by the wants of the country. The charter of the Bank of England 
had no reference to Scotland, which at that period was a separate 
kingdom. Hence, witii the increasing wealth of Scotland, joint- 
stock banking companies were formed ; and at present they con- 
duct nearly the whole of the banking business of that country. 
But, with every renewal of the charter of the Bank of England, 
this clause was retained, and hence has arisen the difference which 
subsists between the Scotch and the English systems of banking. 

4.— Conditional Causes op the System op Exchanges 
IN Scotland. 

Even were the keeping of a banker as general in England as in 
Scotland, the same system of Exchanges could not be adopted. 
The Scotch system requires an equality, or an approach to it, 
among the several banks ; that the head offices of these banks, 

f enerally, should be in the capital ; and that the banks should 
ave numerous branches throughout the country. These circum- 
stances do not exist in England. ' And, moreover, we have the 
Bank of England, whose notes are a legal tender. It is obvious' 
there can be no exchange of notes in places where, as in London, 
there is only one bank of -issue. But the exchanges between 
English country banks are precisely upon the same principle as 
those in Scotland, and have similar effects. The differences are 
paid by drafts on London, payable on demand ; and these drafts 
again pass through the clearing. 

5. — Incidental Effects op tde Act of 1844. 

Beyond the practical benefits thus acquired, the measure will 
probably be productive of some collateral advantages. 

One advantage is, that by the proposed measures the joint-stock 
banks are for the first time placed upon an equality with private 



CONDITIONAL CAUSES IN BANKING. 


103 


hanks. Whenever legal disabilities are, either justly or unjustly, 
inflicted upon private individuals or on public bodies, the parties 
arc always damaged in general estimation. Such has. been the 
case with the joint-stock banks ; but from this evil they will now 
be free. The legal distinction between banks having not more 
than six partners, and banks having more than six partners, will 
no longer exist. All banking companies will be equal in the eye 
of the law, and each individual bank will take lhat standing in 
public estimation to which it will be entitled by its own character 
and conduct. 

Another advantage is, that the joint-stock banks of issue will 
be delivered from those unjust accusations to which they have 
hitherto been exposed. Almost every evil that has befallen the 
country for the last ten years has been ascribed by different writers 
to the reckless issues of the joint-stock banks; and though the 
ciiarge has been oft refuted, yet such has been the talent, zeal, 
and perseverance, with which it has been revived, that it has 
doubtless in some degree prejudiced the public mind. But now 
this charge can be made no more. Our assailants are compelled 
to observe at least a ten years" truce. During this period we 
shall have no Bank directors publishing pamphlets to show that 
their efforts to regulate the exchanges liave been counteracted by 
the imprudent issues of the joint-stock banks. Our notes will 
not again be classed by the authors of prize essays ” among the, 
causes of national distress, and philosophical w'ritcrs will no 
longer declaim in eloquent metaphor against “ the wild democracy 
of rival issuers."’ It is no small matter to be put into a position 
wdiercin we shall be sheltered from the pcltings of unjust accusa- 
tions. 

The measures of Sir Robert Peel will probably lead to a more 
friendly intercourse between the joint-stock banks and otlier 
bunking establishments. All the hostile measures lieretofore 
taken by the Bank of England against the joint-stock bunks, 
have arisen from erroneous impressions relating to the currency. 
The London joint-stock banks were not allowed to accept bills, 
from an absurd fear that the practice might be abused so as to 
affect the currency. Bills endorsed by joint-stock banks of issue 
were refused to be discounted, lest they might become an instru- 
ment for expanding the currency. By the proposed measures this 
bone of contention is removed. The Bank of England has laid 
aside her coronet, and become one of us. She is about to com- 
mence business simply as a joint-stock banker. “ The Old Lady 
of Threadneedle-street"" is transformed into our younger brotJiei*, 
and it may be hoped that this new relationship will be cemented, 
on both sides, by a corresponding degree of fraternal regard. 

Another effect of Sir Robert Peel’s measures is, that it will tend 
to improve our system of management. In cases of pressure on 
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the money market, arising from an unfavourable course of ex- 
change, the Bank of England will not be able, as heretofore, to 
relieve that pressure by a further issue of notes ; and, so far from 
granting assistance to other banks, she may, from the extent of 
her transactions, be more in need of assistance herself. We must, 
therefore, conduct our banks, individually, on a principle of self- 
dependence ; we shall have to limit our overdrawn accounts, to 
avoid all advances on inconvertible security, and to call up such 
an amount of capital as shall secure to us the means at all times 
of giving reasonable accommodation to our customers. On the 
recurrence of a pressure, similar to that of 1839, the cry will be 
muve qui peut — every one must take care of himself. (1844.) 

6.— Conditions of a Theory.* 

It is assumed in tliis theory that paper is a substitute for coin ; 
that the forty millions of bank notes now circulating in England, 
Scotland, and Ireland represent forty millions of sovereigns ; and 
that were the notes abolished, their place would be supplied by 
an importation of forty millions of gold. These points remain to 
be proved. We are inclined to believe that were these notes 
abolished, their place would be supplied chiefly by bills of exchange, 
or some other description of paper money. Secondly, it is assumed 
that a purely metallic circulation would perpetually vary in amount, 
according to the fluctuations in the foreign exchanges ; that were 
six millions of gold imported, it would add six millions to the 
amount of the currency ; and, on the other hand, if six nullions 
of gold were exported, it would lessen the currency by six millions ; 
this, too, remains to be proved. Even if gold bullion were used 
as currency, we see no reason why all the gold bullion in the 
country should be used as money. Gold is an article of trade, 
and why, therefore, should every additional quantity imported be 
added to the quantity used as money? But we do not use bullion 
as money, but coin ; and it is clear that bullion cannot be used as 
money until it is coined. The privilege of coining money belongs to 
the sovereign. France has a silver currency ; does this increase or 
diminish in quantity according to the exportation or importation of 
silver ? So far from this being the case, France has been adduced 
as a proof of the permanency attending a metallic currency. 
What proof, then, have we that, were our currency purely metallic, 
it would increase and diminish in quantity according to the fluctu- 
ations of the exchanges? Thirdly, it is next assumed that a paper 
currency ought to be so regulated as to muke it correspond in 
quantity with the assumed fluctuations in a metallic currency. 
If it could be proved that a purely metallic currency would per- 

* This was written in reply to the theory of the Act of 1844, as quoted at 
page 20. 
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petually fluctuate with the foreign exchanges, so far from regarding 
such a state of things as a state of perfection to which the nation 
ought to aspire, we should regard it as a calamity that would call 
loudly for legislative remedy. Granting, however, th^ this would 
be the case, are we bound to make the paper currency correspond 
exactly to the supposed changes of a metallic currency ? It seems 
a great advantage to have a currency that is capable of expanding 
and contracting in all the localities throughout the kingdom, 
exactly as the wants of trade may require. And why should we 
forego these advantages merely to make our paper currency 
correspond with the supposed changes of a metallic currency, 
without any satisfactory proof that the paper currency supplies 
the place of a metallic currency, or that a metallic currency would 
undergo these changes ? 

7. — A Dilemma— -ON the Regulation op the Currency. 

The fluctuations in the value of money produced by attempting 
to regulate the currency by the foreign exchanges are injurious 
to both the London and the country bankers. In seasons when 
money is abundant, the bankers obtain but a low rate of interest 
on their loans and discounts — and they are tempted to make im- 
prudent investments, in order to employ their funds. And when, 
on the other hand, money is scarce, the amount of their lodgments 
is reduced — the rate of interest allowed on the permanent deposits 
is advanced — a larger sum is kept unemployed in the till — and 
there is more danger from losses, either by the failure of parties in 
debt to the bank, or by the necessity of realizing Government 
securities. Those country bankers who are in the habit of re- 
discounting their bills in London are induced, when money is 
abundant, to carry this’ system to a great extent; because they 
can obtain money at a low rate in London, and lend it at a 
higher rate in the country. But when money becomes scarce, 
they have to ,pay an exorbitant interest, or are denied discounts 
altogether, ana they are then compelled to refuse their customers 
their usual accommodation, and great distress is occasioned in 
the provinces. Except under peculiar circumstances, both the 
extremes of abundance and scarcity of money are unfavourable to 
large banking profits. A state in which money is easy without , 
being abundant, and valuable without being scarce, is the most 
conducive to the prosperity of both the banking and the commer- 
cial interests of the country. 

S.— A Dilemma— ON the Bank Charter. 

In tracing the history of banking, we may observe that most 
public banks have been formed, in the first instance, under the 
protection of the Government of the State in which they were 
established. Such was the case with the banks of Venice, Genoa, 
F 3 
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and Amsterdam ; and such, too, was the case with the banks of 
England, of Scotland, and of Ireland. The former were closely 
connected with the State, and may" properly be called “ State 
Eanks the latter had peculiar privileges bestowed by charter, 
and are usually called “ Chartered Banks/’ These privileges may 
be divided into two classes — those which refer to the proprietors 
themselves, and those which refer to other parties. The privileges 
of the first class relate to the amount of capital, the form of 
government, the number of the directors and the mode of their 
nomination, the meeting of the proprietors, and the specification 
of the branches of business the bank are allowed to carry on. 
The privileges of the second class refer to the restricted liability 
of the shareholders, and the prohibition of other parties carrying 
on the same business. If the charters granted to banking com- 
panies conferred only the first class of privileges, they would be 
liable to but little objection. In tlie infancy of commerce and of 
banking, the assistance of the Government may with propriety be 
granted to encourage the formation of institutions so eminently 
calcul?ited to promote the public advantage. But of what avail 
are prohibitory clauses P If no other persons are disposed to form 
similar institutions, then those prohibitions are a nullity. But if 
other parties are disposed to form similar companies, without the 
assistance of the Government, then why sliould the Government 
interfere at all ? Why should they grant a charter to effect an 
object which can be effected without their assistance ? 


SECTION YII. 

THE RELATION OF CAUSE AND EFFECT FINAL CAUSES. 

With regard to intelligent beings, actions are the effects 
of motives or feelings. Hence the motive or design of 
an action is called its final cause. With regard to final 
causes and effects, the mode of reasoning is, from the 
existence of the cause to infer the existence of the effect, or 
from the existence of the effect to infer the existence of the 
came. Moral causes refer to habits, events, and institu- 
tions. Final causes refer generally to individual acts. 
The following is an example 

“ Smith has shown that labour is the real source of wealth : 
that the wish to augment our fortune and to rise in the world — 
a wish that comes with us from the womb, and never leaves us till 
we go into the grave — ^is the cause of wealth being saved and 
accumulated. ” — Macculloch. 
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' 1. The doctrine of final causes enters largely into the 
science of Natural Theology. From the adaptation of 
certain arrangements to answer certain purposes, we infer 
that these arrangements were designed to answer these 
purposes. Thus, the eye is adapted for seeing : we infer 
it was made to answ^er that purpose. And so we argue 
respecting hearing, and of all the other animal functions. 
You may see a large enumeration of similar instances in 
Paley’s Natural Theology, and in the Bridgewater Treatises. 
From the manifold proofs of design in the world, we infer 
the existence of a Designer. These effects denote intelli- 
gence, and hence we infer the existence of an Intelligent 
Cause. 

From the manifestation of certain attributes or qualities 
in the works of Creation and Providence, ^ve infer the 
existence, of these attributes and qualities in the Intelligent 
Cause. Hence we demonstrate the power, wisdom, goodness, 
and other attributes of God. Thus we prove the goodness 
of God by facts showing that the works of nature are so 
constructed as to produce pleasure as well as utility to his 
intellectual creatures. 

The doctrine of final causes also enters largely into our 
reasonings on the nature and character of the human mind, 
and on the circumstances by which we arc surrounded. 
From the properties, or qualities, or faculties of the mind, 
we infer the existence of a corresponding desigji. Man has 
a capacity for being happy — we infer he was designed to 
be happy. Man has a capacity for acquiring knowledge — 
we infer he was designed to acquire knowledge. Man has 
feelings and capacities adapted for society — we infer he 
was designed to live in society. Man has faculties and 
capacities adapted for an immortal state of existence — we 
infer he is destined to be immortal. 

In the same way, from the attributes, qualities, and 
capacities of the animal creation, we infer the design or 
final cause of their creation. The following argument, from 
the relation of final cause and effect, has been advanced in 
fiwour of sporting : — 

“As Nature, with a liberal but not lavish hand, has bestowed 
on her offspring those powers and propensities only, wliich their 
own necessities, or the general order and economy of the system 



108 


THE LOGIC OF BANKING. 


require — the gifts of scent to the hound, swiftness to the grey- 
hound, and sagacity to the pointer, denote the use which she 
intended man to make of these animals; and, therefore, the 
diversions in question are justifiable, as fulfilling the intentions 
of Nature herself.” — Bailey's Questions in Bolitical Economy, 

It is a principle of moral philosophers, that the final 
cause or motive of an action forms the moral character of 
the action. 

2. The doctrine of final causes enters largely into the 
administration of the law. 

Sometimes this mode of reasoning is employed by the 
lawyers in fixing the meaning of an Act of Parliament. 
Our laws are made by the legislature, but their meaning is 
fixed by the judges. It sometimes happens that the word- 
ing is uncertain or obscure, and that one clause appears 
to contradict some other clause. In these cases the judges 
inquire into the intention of the Act : that is, the intention 
of the legislature in passing the Act. This intention is 
sometimes called the spirit of the Act ; and when a clause 
has two meanings, the judges will decide in favour of that 
meaning which is most in conformity with the spirit of 
the Act. Take, for example, the Reform Act passed in 1831. 
The intention of the Act was to extend the privilege of 
voting for members of Parliament. In case, therefore, the 
meaning of any of the clauses should be doubtful, that 
meaning which is most favourable to the extension of the 
privilege of voting for members of Parliament is most in 
conformity with the spirit of the Act. If you watch the 
proceedings of the Courts of Law, you will observe many 
cases illustrative of this kind of reasoning. 

In judicial cases, also, this principle of final causes is 
acknowledged. From the effects of any motive, the law in- 
fers the existence of the motive. If a man commits murder, 
the law assumes that he intended to commit murder. 
So, if a dozen persons, who never saw each other before, 
should join in an illegal act, they may be indicted for a con- 
spiracy ; for their acting in concert will be considered as 
a proof of an intention to act in concert. 

Final causes form an important part of the investigation 
in cases of circumstantial evidence. If we show that the 
prisoner had a strong motive for committing the offence, 
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such as avarice, revenge, &c., or had stated beforehand 
a determination that he would commit it ; this, with other 
circumstances, will be considered as tending to prove that 
he did commit it. 

Under the head of final causes we may place those 
reasonings that are founded on the presumed object of the 
measures we advocate. Thus, in regard to the punishment 
of criminals, one party contends that the main object is the 
punishment of the criminal ; another contends that the 
main object is the reformation of the criminal ; and a third 
contends that the main object of punishment is the pre- 
vention of crime. The opinion any one may entertain 
as to the final cause or main object of punishment, will, 
of course, influence his sentiments as to the nature, dura- 
tion, and severity of the punishments that ought to be 
inflicted. 

Under this head of final cause and effect, we may class 
those reasonings that are designed to prove the object or 
design of the laws of ancient nations. 

Montesquieu’s Spirit of Laws,” and Michaelis’s Com- 
mentaries on the Laws of Moses,” are full of reasonings of 
this description. In cases when a legislator has not himself 
stated the object of his laws, their design can be gathered 
only from a consideration of the nature of the enactments 
in connexion with the character of the people among whom 
they were promulgated. In his pamphlet on “ Marriage 
with the Sister of a Deceased Wife,” Dr. Croly has made 
some striking remarks on The Mosaic Code.” 

3. Political economists sometimes argue upon this prin- 
ciple. They assign motives to different classes of society, 
and then infer that persons under the influence of such 
motives would act in a certain manner ; and on the con- 
duct thus assumed, they sometimes construct a theory. 

Thus, Mr. Macculloch states that “ the wish t6 augment 
our fortunes comes with us from the womb, and never 
leaves us till we go into the grave.” This may be the case 
generally in Scotland ; but it is not so in Ireland, and it is 
not so universally anywhere. In all classes of society, 
many individuals are found who prefer present enjoyment 
to a future improvement of their condition. Another erro- 
neous assumption is, that the uninstructed classes of society,’ 
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when left to themselves, will always do that which is most 
conducive to their own advantage. This argument has 
been advanced in opposition to those acts of the legislature 
that refer to regulating the hours of labour in the manu- 
factories, and to the working of women and children in 
mines. The reasonings of some economists, with reference 
to these matters, will, on examination, be found to rest on 
erroneous assilmptions. 

In tracing the progress of society, too, the economists 
assume that mankind were originally savages ; then became 
hunters, then shepherds, then agriculturists, and at last 
merchants and manufacturers • and they attribute to 
mankind, in these several stages, precisely the same feelings 
and motives which men entertain in the highest degree of 
civilization. Some political economists have written veiy 
fallaciously on this subject. For, in the first place, there 
is no foundation for the theory that the savage life was the 
original state of man ; and, in the next place, man in a 
savage state does not possess within himself that thirst for 
knowledge and desire for improvement which is exhibited 
by man in a state of civilization. 

i. As all actions result from the feelings of the mind, 
when we wish to induce any person to perform certain 
actions, we try to produce in his mind those convic- 
tions and feelings which are the usual cause of such 
action^. 

It is the great object of logic to teach us how to select 
and use those arguments tliat have an effect upon the 
judgment and understanding. But sometimes people are 
influenced more by their feelings than by their judgment. 
In this case, if we wish to convince or persuade them, we 
must adapt our arguments to their feelings. The pai*ties 
who are thus influenced by their passions, can hardly be 
said to reason ; but vre who are trying to influence them 
may be reasoning, neverthelessv We are using a means to 
accomplish an end ; we are selecting such arguments, and 
placing them in such a form, as are best adapted to produce 
an impression on the mind of the individual with whom 
we converse. 

The argument called Argvmentiim ad hominem is often 
employed for this purpose. 



FINAL CAUSES. 


Ill 


“ Sometimes we may make use of the very prejudices under 
wliicli a person labours, in order to convince him of some parti- 
cular truth, and argue with him upon liis own professed principles 
as though they were true. This is called argumentum ad homlnem^ 
and IS another way of dealing with the prejudices of men. 

Encratcs used this means of conviction wlien he saw a 
Mahometan drink wine to excess, and heard him maintain the 
lawfulness and pleasure of drunkenness. Encratcs reminded him 
that his own prophet Mahomet had utterly forbidden all wine to 
Ills followers ; and the good man restrained liis vicious appetite 
by his superstition, when he could no otherwise convince him 
that drunkenness was unlawful, nor withhold him from excess ! ’’ 
— Waits's Logic. 

o. The doctrine of final causes enters largely into our 
reasonings on the ordinary aftairs of human life. 

We act upon this principle hi judging of other 'people. 
As actions arc the effect of motives and feelings, we infer 
from the character of the actions the character of the mo- 
tives or feelings. A good tree bringeth forth good fruit, 
and an evil tree bringeth forth evil fruit ; for a tree is 
known by its fruits.” 

In cases where the same action may arise from different 
motives, we endeavour to ascertain to which motive the 
action shoidd be ascribed. Our usual mode of reasoning in 
this case is from circumstantial evidence : from the existence 
of the consequent, we infer the existence of the antecedent. 

The effects of circumstances upon the disposition of the 
mind may fairly be placed under this head, and they enter 
largely into our daily reasonings. In conformity with this 
principle, if a man has received a good education, we 
expect to find him well informed ; if he has mixed in polite 
society, we presume hi^ manners are courteous ; if he has 
held certain positions in society, we infer that he has the 
excellencies, and probably the defects, connected with that 
position ; and if wo are wise, wo shall consider the peculiar 
temptations to which our own circumstances expose us, 
and endeavour to guard our minds against them. 

So there are certain social relations, which are usually 
attended with certain feelings; and hence we expect in 
such relations to find such feelingSy and that the actions 
will correspond with such feelings. Where there is no such 
correspondence, we infer that the parties have been un- 
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faithful to their duty. Hence, an unrighteous judge, a 
cruel husband, an unkind father, an undutiful son, are 
characters which mankind in all ages have unanimously 
denounced. 

And finally, we endeavour to act towards other people 
in such a way as we judge, from the ordinary principles of 
human nature, is likely to procure for us their good 
opinion. 

The following illustrations of this principle of reasoning 
are taken from the Author’s writings on banking ; — 

• 1. — A Banker should know Himself. 

It is a great advantage to a banker, and indeed to every one 
else, to know himself. He should know wherein he excels, and 
wherein he is deficient. He ought to know whether he is disposed 
from his temperament to be excessively cautious; or excessively 
liberal — whether his manners are courteous or abrupt — whether 
he is apt to view matters on their gloomy or on their bright side 
— whether social intercourse renders him more or less fit for his 
official engagements — whether the presents and civilities he re- 
ceives from his customers do, or do not, affect his transactions 
with them in matters of business. When he has' made a loss, lie 
should examine whether the loss was occasioned by the ordinary 
operation of events, or produced by any little weaknesses of his 
own character. He should record all those instances in which he 
has shown a want of firmness, of discretion, of discrimination, or of 
perseverance ; and should guard in future against the exhibition 
of any similar defect : 

“ Man, know thyself; all wisdom centres there.” 

But while a banker should make himself acquainted with his 
own defects, he ought not to let his customers become acquainted 
with them. All wise men know their own defects; none but 
fools publish them. Crafty men, who often have occasion to 
borrow money, are quick in perceiving* the weaknesses of their 
banker. And if they find that by coaxing, or flattering, or gossiping, 
or bribing, or threatening, they can influence his conduct, he will 
always be at their mercy. On this account it is, perhaps, advisable 
that a banker should not have too much social intercourse with 
those of his customers who have occasion to ask him for any large 
amount of accommodation. 

2. — The Mental Training of Clerks. 

A banker at the head of a large establishment should not only 
be acquainted with the art of banking— he ought also to be ac- 
quainted- with the art of government. He ought to put a clever 
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man at the head of each department, and reserve to himself only 
the duty of general superintendence. He should give these 
parties a pretty wide discretion, and not encourage them to ask 
his instructions about matters of comparatively trifling importance. 
If he docs this, they will never learn to think for themselves — 
never feel that wholesome anxiety which results from a sense of 
responsibility — and never acquire that decision of mind which 
arises from the necessity of forming an independent Judgment. 
Consequently, they will be less useful to him in their present 
position, and never become qualified for higher offices. 

In training clerks for intellectual offices, it is advisable not to 
give them too many instructions with regard to minute details. 
S'hey should be taught to think for themselves. A man’s talents 
are never brought out until he is thrown, to some extent, upon 
his own resources. If, in every difficulty, he has only to run to 
bis principal, and then implicitly obey the directions he may receive, 
he will never acquire that aptitude of perception, that prompt- 
ness of decision, and that firmness of purpose, which are essen- 
tially necessary to those who hold important and responsible 
offices. Young men who are backward in this rppect should be 
entrusted at first with some inferior matters, with permission to 
act according to their discretion. If they act rightly, they should 
be commended; if otherwise, they should not be censured, but 
instructed. A fear of incurring censure — a dread of responsibility 
— has a very depressing effect upon the exercise of the mental 
faculties. A certain degree of independent feeling is essential to 
the full development of the intellectual character. It should be 
the object of a banker to encourage this feeling in his superior 
officers. Those bankers who extend their commands to the 
minutest details of the office, exacting the most rigid obedience 
in matters the most trivial — harshly censuring their clerks when 
they do wrong, and never commending them when they do right — 
may themselves be very clever men, but they do not go the way 
to get clever assistants. At the same time, they exhaust their 
own physical and mental powers by attending to matters which 
could be managed equally well by men of inferior talent. 

After a clerk has become a manager, his education has yet to 
be completed. Lord Bacon observes, tliat reading makes a wise 
man ; writing, an exact man ; and conversation, a ready man. 
Whatever knowledge he may have acquired by reading or other- 
wise — however exact he may have been in the discipline of the 
office — the young manager has yet to become a ready man. He 
has to apply his knowledge promptly and independently, and, at 
the same time, wisely. This habit he will acquire by time. The 
exercise of authority over other men produces an independence of 
mind which is friendly to the maturing of the understanding ; 
while the necessity for giving immediate decisions in conversation 
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with his customers will have a tendency to produce promptness 
of judgment. There is no profession in which experience is more 
useful than in banking. But it is useful, not so much in tlie 
amount of knowledge that is acquired (though that is important), 
as ill the improvement it imparts to those intellectual faculties 
which are called into exercise. It is by constant practice that 
these faculties gather strength. Habits are formed by repeated 
acts, and they can be formed in no oilier way. 

3. — Salaries oe Clerks, 

There would be considerable difficulty in applying the rules laid 
down by political economists with regard to the wages of labour 
to the case of bank clerks. A banker does not hire a clerk 
because be is the cheapest man he can get, nor does he dismiss 
liini as soon as he can get another man to do the same work at a 
lower price. He would not find it his interest to do this ; for his 
work is of a peculiar kind. His clerks must have a certain degree 
of education and of manner, and be taken from a certain class in 
society. They are not allowed to engage in any other employ- 
ment. They have to maintain a respectable appearance. They 
must be quaiided not merely for the lowest post in the bank, but 
must be prepared to take higher posts should vacancies occurs 
And in every post tliey are entrusted with a large amount of 
property, and upon their integrity and prudence mucli reliance 
must at all times be placed. All these circumstances serve to 
show that, in fixing the amount of their salaries, the banker should 
be anxious to err (if he errs at all) on the side of liberality. 

He ought also to take into consideration the effect which the 
amount of salary produces on the mind and condition of the party 
receiving it. If an advance of salary quickens the attention or 
the zeal, or strengthens the fidelity ot a party, or induces him to 
cultivate those talents which add to his efficiency — or if it enables 
him to move in a higher class of society, and gives him a station 
and an influence which enable him to be useful to the bank — then 
is such advance of salary — though entered in the books under tlic 
item of expenditure — an outlay of capital which is repaid to the 
banker with interest in the effect it produces— an outlay that 
becomes probably one of the most profitable of his investments. 

4.— Salaries op Managers, 

A very prudent class of proprietors exhort the directors to 
practise the strictest economy. When rightly understood, this 
exhortation is worthy of the rounds of applause with which it is 
usually attended. But it is liable to oe misunderstood. In 
banking, as in housewifery, the lowest priced article is not always 
the cheapest. The largest portion of the expenditure of a bank 
consists of salaries. Hence an exhortation to economy amounts 
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to — “ Keep down the salaries of your officers and as the manager 
has the largest salary, he will most likely be the heaviest sulferer. 

A more mischievous recommendation, when thus understood, 
can hardly be conceived. Next to having a dishonest manager, 
the greatest evil is to have one that is badly paid. It he is known 
to be poor, his advice will have less weight in the board-room ; 
the directors, individually, will treat him with less respect ; his 
wealthy customers will not disclose to him their private affairs ; 
the needy class, when refused discount, will insult him by threat- 
ening to complain to the directors, and his inferior officers will 
be less prompt in their obedience. But w'orse than all this will be 
the effect produced upon his own mind. He will not be, and he 
cannot be, so efficient a manager, when badly paid, as he would be 
if he received a liberal remuneration. It is the besetting sin 
of men of business that they never pay attention to mind, 
though among no class are mental phenomena more strikingly 
exhibited. The amount of his salary is the only tan^ble means 
by which a manager can judge how far his services and his charac- 
ter are appreciated. It is not the money alone, but the feelings, 
of which the money is an indication, that produces an effect on 
the mind. It is a law of our nature, that the kindness, liberality, 
and generosity of others, will produce corresponding feelings iii 
ourselves. And it is another law of our nature, that when the 
mind is under the influence of such feelings, it is capable of 
intellectual efforts of a higher order. But we forget ; — we were 
writing about pounds, shillings, and pence, and our pen has darted 
off into philosophy. We will now return. 

5. — Advantages of Education, 

What is a Banking Institute, and in what way will it be advan- 
tageous ? He would reply — A Banking Institute is a voluntary 
association established for literary purposes by persons who are 
engaged in the business of banking. And it is designed to be 
advantageous to the members of whom it will be composed, to 
the banks with which they are connected, and to the public ait 
large. The definition he had given of it as a “ voluntary associa- 
tion” distinguished it from two existing associations — the “Asso- 
ciation of Country Bankers,” and another body, called “The 
Committee of Deputies.” Both of them were boaies of delegates 
appointed by different associations of bankers, for tlie purpose of 
protecting tlieir interests against injurious legislative enactments. 
The Banxing Institute, in contradistinction, did not profess to 
be a representative body. The members represented nobody but 
themselves. The purposes they had in view were not legislative, 
but literary, purposes. The advantaffes of the Institute would be 
enjoyed chie% by the members of vmom it was composed. 
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It was a mistake to suppose tliat banking is so completely 
a routine employment that it does not admit of the exercise of 
the intellects. Observe, for instance, the most routine of all 
employments — that of a ledger-keeper. If he be an intellectual 
man, you will find that he has a number of little expedients of 
his own invention by which he shortens his labour, ensures his 
accuracy, and renders his services more agreeable to himself and 
more useful to his principals. In improving a system of book- 
keeping, in making a better division of labour, in establishing 
a proper discipline in the offices, in his intercourse with the public 
and the customers, and in many other respects, an intellectual 
clerk will render himself useful to the bank, and will exemplify 
a vast superiority, even in his mechanical duties, over one who 
has not attended to the improvement of his mental faculties. A 
banker who is thus surrounded by a number of intellectual clerks, 
lias a vast facility in conducting his establishment, and can readily 
obtain from them information and assistance which will enable 
him to lessen his own labours, and, at the same time, to render 
his bank more prosperous. 

Among the means of training clerks for superior offices, we 
should give a high rank to tlie formation of a library of banking 
books, to which the whole of the establishment should at all times 
have access. The time is gone by when it was a reproach for a 
young man to be bookish, as he was supposed to abstract so much 
more time and attention from his official duties. It is now well 
known that the general cultivation of the intellectual powers 
renders them more effective in every operation in which they may 
be exercised. It is a great advantage to a bank to have educated 
servants. Their superior knowledge is always useful — the mental 
discipline they have acquired improves their business habits — 
and, possessing within themselves a constant source of enjoyment, 
they are the less likely to indulge in those expensive pleasures 
which are the usual temptation to neglect and dishonesty. It 
seems likely that very soon a movement will be made in favour 
of universal education. I tliink it desirable that bank managers 
and branch managers should aid this movement in their respective 
localities, and should support generally, by their assistance and 
influence, the formation of literary and scientific institutions. 
This would afford an outlet for any surplus energy of character 
that might remain after the hours of business, and enaWe them 
to promote the public good, without taking part in political or 
religious discussions. They would acquire for themselves much 
pleasurable and profitable amusement, would add to the useful- 
ness and respectability of their character in public estimation, 
and thus Be enabled to increase the influence of their respective 
establishments. 
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6. — Moral Influences of Banking. 

Banking also exercises a powerful influence upon the morals of 
society, it tends to produce honesty and punctuality in pecu- 
niary engagements. Bankers, for their own interest, always have 
a regard to the moral character of the party with whom tliey deal; 
they inquire whether he be honest or tricky, industrious or idle, 
prudent or speculative, thrifty or prodigal ; and they will more 
readily make advances to a man of moderate property and good 
morals, than to a man of large property but of inferior reputation. 
Thus the establishment of a bank in any place immediately ad- 
vances the pecuniary value of a good moral character. There are 
numerous instances of persons having arisen from obscurity to 
wealth only by means of their moral character, and the confidence 
which that character produced in the mind of their banker. It is 
not merely by way of loan or discount that a banker serves such 
a person. He also speaks well of him to those persons who may 
make inquiries respecting him : and the banker’s good opinion 
will be the means of procuring him a higher degree of credit with 
the parties with wliom he trades. These eflects are easily per- 
ceivable in country towns ; and even in London, if a house be 
known to have engaged in gambling or smuggling transactions, or 
in any other way to liave acted discreditably, their bills will be 
taken by tlie bankers less readily than those of an honourable 
house of inferior property. 

It is tlius tliat bankers perform the functions of public conser- 
vators of the commercial virtues. From motives of private interest 
they encourage the industrious, the prudent, tlie punctual, and 
the* lionest — wtiile they discountenance the spendthrift and the 
gambler, the liar and the knave. They hold out inducements to 
uprightness, which are not disregarded by even the most aban- 
doned. There is many a man who would be deterred trom dis- 
honesty by the frown of a banker, though he might care but little 
for the admonitions of a bishop. 

7. — Mental Effect of Abundance of Money, 

In these replies the witness seems to have intimated the way in 
which an increase of money tends to advance prices ; that is, by 
increasing the demand — an increase of money gives men tlie 
means and the inclination of purchasing an additional quantity, 
either for consumption or speculation, and the increased demand 
advances the price. It is no objection to this doctrine to say, 
that prices may advance from other causes than an increase of 
the currency ; no doubt they may. But this is not the question. 
The question is, whether the abundance of money is not one 
cause ? It should be recollected, too, tliat money always acts 
intermediately. When money is abundant, people are more 
disposed to make purchases or engage in speculation; but the 



1 18 THE LOGIC OF BANKING. 

particular direction in which the money may be employed, depends 
upon a variety of circumstances. Thus, it is stated, that the 
fall of prices which took place in the latter end ot 183G, arose 
from large importations ; but, we may ask, was not the previous 
abundance of money the cause of those large importations ? 
Again, it has been maintained that the panic of 1830 arose from 
the expansion of American credit ; but, wo may ask, was not the 
abundance and cheapness of money one cause of that expansion 
of credit? Money always operates, in the first instance, by 
producing a moral effect ; by a moral effect, we mean an effect 
upon tbe minds of men. In fact, fluctuations in the currency can 
produce no physical effects without, in the first place, producing 
a moral effect. Abundance of money makes men buoyant, sanguine, 
and enterprising, and hence they go into speculation. The feeling 
becomes contagious, and sometimes a whole nation goes mad. On 
the other hand, a scarcity of money makes men cautious, timid, 
and apprehensive, and hence they prepare for the worst that can 
come upon them. In consequence of these mental afl'cetions, 
fluctuations in the currency often produce greater effects than the 
mere amount of the fluctuation would lead us to expect. We 
conclude, then, that an abundance of money has a tendency to 
raise tlic prices of commodities; and we think it no objection to 
this doctrine to say, that, in some cases, there liave been increased 
issues of money without a general advance of prices ; for some- 
times these increased issues may not be employed in commerce, 
but be employed in domestic investments or iorcign securities. 
Nor do w'e think it any objection to this doctiine to prove, 
that the advance in the price of any particular commodity may 
occasionally be accounted for by some peculiar circumstances con- 
nected with that commodity. We believe this is generally the 
fact. Speculators and merchants liave always some peculiar 
reason for dealing in one commodity rather than in another; but 
the facility of obtaining the money is the moving cause ot the 
speculation, and the price of each commodity will advance accord- 
ing to tlie quantity of money that is brought to bear on that 
particular market. 

8. — Motives of Bankers to issue Notes. 

. It has been stated, that one evil of the principle of competition 
is, that wlien one banker contracts his circulation, the neighbouring 
bankers increase their issue, in order to fill up the vacuum wiiicli 
is thus created. If this were the fact, it is difficult to conceive 
how the total circulation of the country could ever be reduced. 
The charge of excessive competition has been more directly 
brought against the joint-stock banks. If, therefore, the private 
bankers reduced their circulation, the joint-stock banks would, of 
course, seize tlie opportunity of extending theirs. Now, how 
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siarula tlie fact ? The average circulation of the private bankers^ 
in iMarch, 1839, was 7,310,793/., and by March, 1810, it was 
reduced to 6,100,300/. Now, upon the above principle, a largo 
increase should have taken place in the issues of the joint-stock 
banks ; and had wx not the returns of the actual amount, we 
could not disprove this opinion ; but on referring to these re- 
turns, we find that the joint stock circulation in March, 1839, 
wa.s 4,617,806/., and in March, 1840, it was 3,895,748/. So far 
from an increase, here is a reduction; and that, too, in nearly the 
same proportion as tliat of the private bankers. 

9. — Spirit of Laws — Interest of Money. 

Erroneous views are often entertained of the Mosaic laws, from 
neglecting to consider the state of the people to whom those laws 
nerc given. It was the object of the Jewish legislator to make 
the Jews a ])urely agricultural people. The promotion of agri- 
culture was, as Montesquieu would say, the spirit of his laws. 
Hence he prohibited the taking of interest for the loan of money, 
JBy this means he interdicted commerce. Ilis design was to pre- 
vent the Israelites associating with the surrounding nations, and 
learning their idolatrous practices. But even Moses permitted 
the Jens to take interest for money lent to strangcis — a circum- 
stance \\hich proves that the prohibition was only a political, and 
not a moral, precept. If the taking of interest for money were 
morally wrong, it woidd have been forbidden in all cases. But in 
the middle ages the political and the moral laws of Moses were 
confounded together, and all of them were supposed to be of per- 
petual obligation upon all nations. These opinions, which might 
have been useful in a purely agricultural State, were still indulged 
wdien a change of manners required that this country should 
become commercial. If we admitted the unlawfulness of taking 
interest for money, we might on the same principle condemn all 
kinds of commerce, and even all profitable investment of capital. 
Where is the difference between taking money for the use of 
money, and taking money for the use of commodities that are 
purchased with money? ]f I lay out 100/. in the purchase of a 
house, I am allowed to take rent for the use of that house. W'liy, 
then, if I lend to a Iriend the 100/. with which lie purchases a 
house, am 1 to receive no remuneration ? If we are not allowed 
to receive any money for the loan of money, why arc we allowed 
to receive money for the loan of a house or a couch, or any other 
article? An exorbitant charge for interest is certainly unjust, 
but so is an exorbitant charge for anything else. 

10. — Argumentum ad Hominem. 

Although banking is unconnected with politics, and we have an 
utter abhorrence of all party feeling, yet ^vc think it justifiable iii^ 
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contending against those who are avowedly political partisans, to 
use^ the argumentmi ad hominem, to argue with them upon the 
basis of the principles they profess to have embraced. For example, 
the present administration call themselves — we say not whether 

i 'ustly or unjustly — a Liheral administration, and they claim a 
ligher regard for popular institutions than their political oppo- 
nents. Now, wlien it is proposed to grant or continue a monopoly 
to any banking company, w^c think we may fairly say to such a 
Government, this act would be inconsistent with your own pro- 
fessed sentiments. Liberalism and monopoly are two antagonist 
principles — you may embrace which you please, but you cannot 
be the consistent advocates of both. “ No man can serve two 
masters, for either he will hate the one and love the other, or he 
will hold to the one and despise the other.” 

We will not say whether it be owing to the good sense or to 
the good fortune of the Conservative party, but it is a fact, that 
from that party the joint-stock banks have derived all their advan- 
tages. It was under a Conservative administration that the privi- 
leges of the Bank of Ireland were abridged so as to admit of 
joint-stock banks being establislied in Ireland. It was under a 
Conservative administration that the law was passed, in 1826, 
admitting the introduction of joint-stock banks into England. 
It was under the administration of the Duke of Wellington that 
the law was passed allowing banks to compound for the stamp 
duties on their notes and twenty-one day drafts upon London. 
On the other liand, it was a Liberal administration that continued 
the charter of the bank of England, with all its exclusive privi- 
leges, in 1863. It was under a Liberal administration that the 
Minister of Finance proposed to abolish the composition of the 
stamp duties upon the drafts on Loudon, and to increase the 
stamp duties upon the transfer of shares in joint-stock banks. 
It was a parliamentary committee proposed by Mr. Clay, and 
with a Liberal Chancellor of the Exenequer for its chairman, 
that produced the report of 1836. And it is a Liberal administra- 
tion that now proposes to continue the exclusive privileges of the 
Bank of Ireland. Thus we find that we have derived substantial 
advantages from the Conservatives, while from the Liber^s we 
have received nothing but fine speeches and bard knocks. 

The following is an extract from a letter addressed, in 1826, by 
the late Earl of Liverpool, to the Governor and Deputy Governor 
of the Bank of England: — 

“ With respect to the extension of the term of the exclusive 
privileges of the Bank of England, it is obvious, from what passed 
before, that Parliament will never agree to it. Such privileges are 
out of fashion ; and what expectation can the bank, under present 
circumstances, entertain that theirs will be renewed P But there 
is no reason that the Bank of England should look at this conse^ 
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qucnce with dismay. They will remain a chartered corporal ion 
for carrying on the business of banking. In that character they 
will, we trust, always continue to be the sole bankers of the 
State, and with these advantages, so long as they conduct tlieir 
affairs wisely and prudently, they always must be the great centre 
of banking and circulation. Theirs is the otily establishment at 
which the dividends due to the public creditor can by law be 
paid” 

Here it is obvious that the Conservative Lord Liverpool in- 
tended only that the bank of England should remain “a chartered 
corporation for carrying on the business of banking” without any 
“exclusive privileges.” Blessed for ever be the memory of the 
statesman who, in 1826, entertained these enlightened sentiments. 
But his mantle fell not upon liis successors in office. Exclusive 
privileges, which were out of fashion with the Conservatives in 
1826, came into fashion with the Liberals in 1833, and Lord 
Althorp then continued the Bank of England charter, with all 
those exclusive privileges which Lord Liverpool had so strongly 
condemned. 


11. — DisrosiTioNS OF Shakeuoldeks. 

It is natural to all shareholders to wish for large dividends 
upon the capital they have invested. Hence they applaud most 
loudly those directors who contrive to declare the liighest divi- 
dends, to make the largest bonuses, to keep up the shares at the 
highest premiums in the market, and then to distribute more 
shares at par. The directors, knowing these to be the feelings of 
I he shareholders, very naturally attempt to gratify them. But 
those transactions that yield a large immediate profit are either 
aitended with a risk of loss, or a lock-up of capital. But the 
profit is immediate, the danger is remote. With the applauses 
of the shareholders ringing in their ears, the directors become too 
giddy for reflection, and recklessly engage in a course of action 
that ends in ruin. This evil is increased when there are two joint- 
stock banks of about equal strength in the samp place. The spirit 
of rivalry is natural to man. Tlie competition between the two 
boards of directors is not which bank shall be governed with the 
greatest prudence, and with the strictest regard to sound banking 
principles. But which shall produce the most glowing reports — 
which shall declare the largest dividends — and which shall keep 
up its shares at the highest price in the market. A strong com- 
petition is carried on, which ends iu the destruction of one or 
both of the rival banks. Such feelings are said to have prevailed 
at Manchester ; and at that place several boards of directors were 
presented with services of plate, by their respective shareholders, 
within a short time of the stoppage of their banks. 

ft 



PART III. 

THE PRINCIPLES OF REASONING— ■ 


We have now gone through the second part of our book. 
In the first, you will recollect, we considered the Introduc- 
tion to Reasoning. In the second part, we considered the 
Principles of Reasoning. In this part, we are going to 
consider still further the principles of reasoning. But these 
principles are of a different kind. In the former part the 
jmnciples had a direct relation to the subject itself; we 
took the subject, and considered its attributes, its parts, 
its kinds, its causes, and its effects. In this part we shall 
consider the subject in its relation to other things. You 
may therefore, if you please, call the principles we have 
discussed, the internal principles of reasoning ; and those 
vfe are going to discuss, the external principles of reasoning. 
These we shall consider in separate sections, under the 
following heads: — Section 1. Reasoning from Examples. 

2. Reasoning from Analogy, Comparison, and Contrast. 

3. Reasoning from Parables, Fables, and Proverbs. 4. Rea- 
soning from Written Documents. 5. Series of Reasonings. 


SECTION L 

REASONING FROM EXAMPLES. 

In reasoning from examples we adduce examples in proof 
of the propositions we desire to establish. 

This mode of reasoning froni examples is called by scho- 
lastic logicians induction^ and is opposed to deduction. 

We "will, then, illustrate the difference between reasoning 
by induction and reasoning by deduction. You have ob- 
served an individual come to poverty by a dishonest course 
of action, and another arrive at wealth by a life of recti- 
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tilde ; and you remark, “ Honesty is the best policy.” 
Here you reason by induction. From these individual 
cases you gather a proof of the general maxim, ‘‘ Honesty 
is the best policy.” But suppose a person should ask your 
advice how to act in a case wherein strict integrity might 
appear to be less advantageous than a more crooked pro- 
cedure, and you observe to him, Honesty is the best 
policy;” here you reason by deduction. You apply the 
general principle to an individual case ; you reason on the 
principle of genus and species. These two kinds of reason- 
ing arc just the reverse of each other. AVlien from one or 
more examples you infer a general principle, tliat is called 
induction, or reasoning from examples. When from the 
general principle you infer an individual case, that is called 
deduction, or reasoning from genus and species. Induction 
is reasoning from particulars to generals, and deduction is 
reasoning from generals to particular. 

But you ask, How^ can I infer a general proposition from 
a small number of examples! Is it not a rule, that 
“generals cannot be inferred from particulars?” Very 
tme. You cannot infer generals from })articulars, unless 
you have reason to believe that all the particulars are 
alike. Our reasoning here must depend upon the uni- 
formity of the laws of nature. When the law is uniform, 
we can infer generals from particulars, because we know 
that all particulars are in fact generals. This is the case 
most frequently in the physical sciences. All animals of 
the same species are alike. I see that a horse has four 
legs : I may assert then that every horse in the world has 
four legs, though I have not seen them, all. I decompose 
a glass of water, and find it is formed of oxygen and hydi'o- 
gen : I therefore assert that all water, everywhere, is com- 
posed of oxygen and hydrogen. But when this constant 
uniformity does not exist, I cannot reason so conclusively ; 
and my reasonings will be weaker and weaker in propor- 
tion to this want of uniformity; and hence we shall have 
to descend from certain reasonings, to probable reasonings, 
and then lower, to doubtful reasonings, until at last our 
examples may be so few or so conflicting, that we may 
have no foundation for any reasoning at all respecting the 
matter in dispute. 


g2 
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Some writers make a distinction between reasoning from 
example and reasoning from induction, — the example is 
one, induction is more than one. But there seems no 
ground for this distinction. The mode of reasoning is the 
same ; the only difference is in the degree of proof. The 
greater the number of examples, of course, the greater is 
tlie amount of evidence in proof of the general proposition. 

In reasoning then from genus and species, we infer, you 
perceive, individual cases from universal rules. In reason- 
ing from examples, we reverse our mode of reasoning; and 
from one or more examples we prove the general rule. 
Il'e use the inductive method in regard to the physical 
sciences, such as astronomy, chemistry, &c. We see seve- 
ral instances in w^hich fire melts lead; we infer it will 
always do so ; and when we are satisfied that this is the 
case, we call it a law of nature. It was also by this method 
that philosophers have discovered the laws of astronomy. 
By the same rule we discover the laws of medicine : if a 
medicine cures in a great number of cases, we infer that 
it will always cure in similar cases. In the science of 
morals, we also observe that certain vices lead to miseiy; 
and WG infer that vice will always load to misery, and 
virtue to happiness. In politics, Ave observe in the history 
of the world what institutions and what laws have con- 
duced to the happiness of the people ; we gather together 
these instances, and thus form maxims for the government 
of nations. In political economy we observe, or should 
observe, the same practice. But political economists have 
too often wandered into other paths. Instead of deducing 
their principles from facts, they have first formed their 
theories, and then made facts bend to their theories. 
Hence we have theories of population, theories of rent, 
theories of the currency, and theories of taxation, advanced 
and supported in a way more in accordance with the 
Aristotelian than with the Baconian system of philosophy. 

The examples I have hitherto brought before you 
have been examples of persons. But there is another 
kind of examples you will often meet wdth in your reading. 
After ail author has laid down a general principle, he will 
state an individual case by which that principle is proved 
or illustrated. 
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8ome lahouren are paid higher than others. A carpenter earns 
more than a plou^limau, and a watchmaker more than either ; and 
yet this is not from the one W'orking harder than the other. 

“ And it is the same with the labour of the mind as with that of 
the bodg. A banker’s clerk, who has to work hard at keeping 
accounts, is not paid so high as a lawyer or a ])hysician. 

You see, from this, that the rate of wages docs not depend on 
tlie hardness of the labour, but on the value of tlie work done.” — 
Easg Lessons on Money Matters. 

Reasoning by example is in great use among lawyers. 
One chief mode of reasoning with them is by what is called 
a case in ]K)int, that is, an example in point. When a case 
is in dispute, the plan is to show that a case similar to thi* 
present has already been decided. But the example oi* 
case adduced, will not, of course, be the same in all its 
circumstances as the case under trial. If so, there would 
have been no ground for a law-suit, as the point would 
then have been already decided. But it is the object of 
the advocate to show that the ease adduced establishes a 
principle, and that this principle thus established will 
apply to the case under consideration. 

When your opponent tries to apply a general principle 
to an individual case, you have tw^o methods of reply. You 
may either deny the general principle, or deny that it is 
applicable to the case under consideration. If you adopt 
the first mode, you will endeavour to shoAV that the general 
principle is untrue, or unjust, or inexpedient, according to 
the object you have in view. 

Sometimes an individual case is adduced for the 
purpose, not of establishing, but of overthrowing a general 
principle. And, as examples can often be adduced on both 
side^ of a question, we shall have to balance one set of 
examples against another, in order to judge of the proba- 
bility of the case under consideration. You doubt whether 
you will buy any shares in a Railway Company. Your 
friend, who is a director, tells you of several cases in which 
parties have become wealthy by taking shares in such 
companies. Your wife tells you of other cases in which 
the parties have been ruined. Here you must decide 
according to what is called the doctrine of chances,” or 
more properly the doctrine of probabilities. 
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Examples are often employed in conversational discussion. 
In this case they usually assume the form of anecdotes. 
All anecdotes are arguments. They all prove something, 
or may be so applied as to prove something; and they 
should, when related, be associated with the principle they 
are adapted to prove. ‘‘A writer of penetration,” says 
Disraeli, ‘‘ sees connexions in literary anecdotes which are 
not immediately perceived by others: in his hands anec- 
dotes, even should they be familiar to us, arc susceptible 
of deductions and inferences which become novel and 
important truths. Facts of themselves are barren : it is 
when these facts pass through reflections, and become 
interwoven with our feelings or our reasonings, that they 
are the finest illustrations; that they assume the dignity 
of ^ philosophy teaching by example that in the moral 
world they are what the wise system of Bacon inculcated 
in the natural knowledge deduced from cxj)eriments — the 
study of nature in her operations. ‘ When examples are 
pointed out to us,’ says Lord Bolingbroke, ‘ there is a kind 
of appeal, with which we are flattered, made to our senses 
as well as to our understandings. The instruction comes 
then from our authority — we yield to fact when wo resist 
speculation.^ ” — Curiosities of Literature. 

As an anecdote records only one example, it may not of 
itself amount to proof ; but it may be an additional item 
in the accumulated proofs by which a certain proposition 
is established. All travellers relate anecdotes denoting 
the peculiar characters of the people among whom they 
have travelled. This is, in fact, the chief kind of evidence 
we can have upon the subject. Travellers into the East 
have recorded many anecdotes tending to explain some 
of the passages of the Holy Scriptures. On this ground 
Burder’s Oriental Customs” and the writings of Dr. Kitto 
are exceedingly valuable. Some anecdotes refer only to 
individual character. You have an abundance of them in 
Boswell’s Life of Johnson. 

It is well to store our minds with anecdotes. But every 
anecdote should be associated with some principle that it 
is adapted to prove or to illustrate. Then the recollection 
of the anecdote will remind us of the principle, and the 
recollection of the principle will remind us gf the anecdote. 
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When you relate them, they should be related in illustra- 
tion of the principle that may be the subject of the conver- 
sation, and introduced with propriety and good taste. Do 
not tell long anecdotes, as they will become tedious. If 
any other person is about to relate an anecdote that you 
know, do not interrupt him, but observe how he relates 
it, that you may learn to relate it better youi’self. There 
is an art in this as in other things. It is generally best to 
begin with the time or occasion when the event occurred, 
then the persons and then the actions. The gist or point 
of the anecdote should always be related last. To learn 
how anecdotes may be related argumentatively, read Dis- 
raeli’s Curiosities of Literature. 

The following illnstrations of this principle of reasoning 
are taken from the author’s writings on Banking : — 

1. — The Bank op Amsterdam. 

The bank of Amsterdam was founded in the year 1C09. It was 
occasioned by the vast quantity of worn and clipped coins then in 
circulation, in consequence of which tlie value of the currency was 
reduced above nine per cent, below that of good money fresh from 
the mint. The bank received these deficient coins at nearly their 
intrinsic value, and made all its issues in coin of the standard 
weight and fineness. At the same time a law was made that all 
foreign bills of exchange should be paid in bank money. This 
law raised the value of bills on Holland in foreign countries, and 
compelled every merchant to keep an account at the bank, in 
order that he miglit at all times have legal money to pay his 
foreign bills. The premium (called the Agio) on bank money was 
regulated by the market price of gold, and was subject to con- 
siderable fluctuations. To prevent the gambling to which these 
fluctuations gave rise, the bank at length determined to sell bank 
money for currency at five per cent, agio, and to buy it again at 
four per cent. Trom this and other sources of profit the bank is 
supposed to have gained a considerable revenue. It was the entire 
property of the city of Amsterdam, and was placed under the 
direction of four burgomasters, who were changed every year. 

The bank of Amsterdam was the model on which were formed 
most of the European bai^ks now in existence; but they have 
varied very considerably from each other, according to the circum- 
stances of the respective countries in which they have been esta- 
blished. 

2. — The Bank of England. 

The Act of Parliament by which the bank was established is 
entitled “ An act for granting to their Majesties several duties 
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upon tonnage of ships and vessels, and upon beer, ale, and other 
liquors, for securing certain reconipcnces and advantages in the 
said act mentioned, to such persons as shall voluntarily advance 
the sum of fifteen hundred thousand |:)ounds towards carrying on 
the war with Prance.” After a variety of enactments relative 
to the duties upon tonnage of ships and vessels, and upon beer, 
ale, and other liquors,” the act authorizes the raising of 1,200,000/. 
by voluntary subscri})tion, the subscribers to be formed into a 
corporation, and be styled ‘‘The Governor and Company of the 
Bank of England.” The sum of 300,000/. was also to be raised 
by subscription, and the contributors to receive instead annuities 
for one, two or three lives. Towards the 1,200,000/. no one 
person was to subscribe more than 10,000/. before the first day of 
July ncx.t ensuing, nor at any time more than 20,000/. The corpo- 
ration were to lend their whole capital to government, for which 
they were to receive interest at the rate of eight per cent, per 
annum, and 1,000/. per annum for management ; being 100,000/. per 
annum in the whole. They were not allowed to borrow or owe more 
than the amount of their capital, and if they did so, the individual 
members became liable to the creditors in proportion to the amount 
of their stock. They were not to trade in any ‘‘ goods, ware, or 
merchandise whatsoever ;” but they were allowed to deal in bills 
of exchange, gold or silver bullion, and to sell any goods, wares, 
or merchandise upon which they had advanced money, and which 
had not been redeemed within three months after the time agreed 
upon. The whole subscription having been filled in ten days, a 
charter was issued on the 27tli day of July, 1691. 

3. — The Bank of Ireland. 

The bank of Ireland was established by an Act of Parliament 
passed in 1782, 21 and 22 Geo. III. c. 16. The following are the 
provisions of this Act. The capital was 600,000/., which was lent 
to Government at four per cent. No one person was permitted 
to subscribe more than 10,000/. If the bank incurred debts to a 
greater amount than their capital, the subscribers were answerable 
in their private capacity to the creditors in proportion to their 
subscriptions. The bank were not eitiier to borrow or lend money 
at a higher interest than five per cent., nor to engage in any busi- 
ness but banking. The stock to be transferable, and deemed 
personal estate, and as such to go to the executors of the holders 
and not to their heirs. No transfer of bank stock to be valid, 
unless registered in the bank books, in seven days from the con- 
tract, and actually transferred in fourteen days: the charter to 
expire at twelve months’ notice after the first day of January, 
1791, and repayment of all sums due by the Government to the 
bank. 
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Both ill its const itutioii and government the bank of Freland 
closely imitated the bank of England ; and it has produced in 
Ireland most of the advantages and evils which that establishment 
has produced in this country. It has supplied this country with 
a currency of undoubted solidity ; it has supported public credit, 
it has granted facilities to trade, and it has assisted the financial 
operations of the government. On the other hand, its prohibitory 
clause necessarily led to the formation of many private banks, 
whose failure was the cause of immense wretchedness to all classes 
of the population. 

1. — Tue Provincial Bank of Ireland. 

The Provincial Bank of Ireland was formed under the statute 
6 Geo. IV, c. 12. Eew banks have, in so short a time, advanced to 
so high a degree of prosperity. The circumstances of Ireland, 
at that period, were friendly to the growth of such an establish- 
ment. The recent abolition of the Union duties, and the intro- 
duction of steam-boats, had given a stimulus to the trade 
between the two countries, while nearly all the banks in the 
south of Ireland had been swept as by a whirlwind from the 
face of the land. The operations of the bank were also facilitated 
by the assimilation of the currency, and the measures taken by 
the Government and the Bank of Ireland, to prevent those fluc- 
tuations in the exchanges which had previously existed. But the 
prosperity of this bank must be attributed chiefly to the wisdom 
and prudence manifested in its constitution and in its subsequent 
government. The capital was raised chiefly in England, and Lon- 
don was consequently made the seat of government. The board 
of directors was composed of merchants and statesmen, and the 
latter were taken from the leading men of the two parties into 
which Ireland was then divided. The local governments of the 
respective branches in Ireland was composed of directors possess- 
ing local knowledge and influence, and of managers selected for 
their experience in banking, and the manager had a vote upon 
the decision of the board. An inspector was appointed to visit 
the branches, and to report to the London ofiice. 

At the same time the bank had considerable difficulties to 
contend against. Property in Ireland was considered insecure ; 
political and religious feelings often interfered with matters of 
business; the habits of the people were not commercial; and 
the country had suffered so severely from private banking, that 
confidence was not easily acquired for a new company, the 
members and constitution of wliich were but imperfectly known. 
Before these difliculties had been completely overcome, the bank 
became involved in a competition witn branches of the Bank of 
Ireland, and exposed to sudden demands for gold arising out of 
political events. 


o3 
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5.— The London and Westminster Bank. 

1. Tlie first advantage is, that the inhabitants of London and 
Westminster will have a secure place for their deposits. 

It appears that within the ten years endin" in 1831, the private 
deposits in the Bank of England advanced from 1,326,020/. to 
.5,201,370/., and it is understood that since that period they have 
still farther increased. This increase must have been drawn from 
the deposits in the private banks. Hence it is evident that a 
large and independent portion of the inhabitants of London en- 
tertain some degree of suspicion of the private bankers ; and it 
may fairly be assumed, that this suspicion is not confined to 
those who liave actually removed their accounts to the bank of 
England. There are, probably, others who would also remove 
their accounts, could they depend upon receiving from the bank 
of England the same accommodation which they receive from 
their present bankers. The London and Westminster bank are 
not called upon to state, whether this suspicion is well founded. 
It is sufficient for them to know that it exists. Seeing, then, that 
a portion of the London community, so large and respectable as 
to hold in their hands five millions of surplus cash, are unwilling 
to trust their money in the hands of the private bankers, the 
question occurs, whether it is not due to public opinion to esta- 
blish a bank which shall possess unbounded confidence. 

The country bankers state, in their memorial to Earl Grey, in 
1833, that “ The number of London banks that have failed, is 
believed to be relatively greater, and the amount of their debts 
relatively larger, than that of country banks.’' If, then, joint-stock 
banks are established in the country, in consequence of the 
failure of the private banks, there seems a propriety in establish- 
ing joint-stock banks in London for the same reason. 

2. A joint-stock bank in London will afford a place of security 
for the lodgments of country banks. 

The failure of a London banking house always injures, to a 
certain extent, the country banks with which it may have accounts. 
As a country bank must keep a balance in the hands of the Lon- 
don agents to meet their notes and bills, a certain loss is sure to 
be incurred. The public often apprehend that this loss is to a 
considerable amount ; and hence a run takes place upon the 
country bank. In the year 1825, the failure of Sir Phter Pole 
& Co. occasioned a run upon their country correspondents, and 
hence arose a general run upon all the banks in the country. 

If a country bank should have been in the habit of borrowing 
of theif London agents, the sudden stoppage of these supplies 
may have disastrous results. At all events, the country banker 
has to seek new agents— to issue new notes — or, to paste the 
name of another London banker upon the old ones; whereby 
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they become unsightly, and circulate less freely. It must, there- 
fore, be an advantage to a eountry banker to have a London 
agent that cannot fail. The country bankers themselves, in their 
memorial to Earl Grey, presented previous to the passing of the 
late Act, comment on the inconsistency of the government in 
encouraging joint-stock banks in tlie country, upon the ground of 
tlie insecurity of the country banks, and at the same time not 
allowing those very eountry banks the same degree of security 
for their own deposits in London. 

o. Another advantage resulting from the establishment of a 
joint-stock bank in London is, that it will allow the depositors to 
participate in the profits of their own accounts, by becoming 
shareholders in the uauk. 

If all the shareholders in a joint-stock bank were depositors, 
and all the depositors were shareholders, the bank would resemble 
a mutual insurance company, wherein the prolits upon the insur- 
ances would be returned to the parties who had insured. All the 
profits of a bank of deposit arc derived from the use of the money 
lodged by the depositors. And if the depositors were share- 
holders, the profits made on these accounts would be distributed 
to the same parties in the form of dividends upon their shares. 
The profits which are shared by a few partners in a private bank 
are distributed among several hundred partners in a joint-stock 
bank. 


6.— The Banks of America. 

The first settlers in America had not a suflficient quantity of 
gold and silver to serve as a circulating medium. Hence 
other materials, such as tobadco or coru, were in some of the 
States occasionally employed as money. In the year 1618, 
Governor Argali, of Yirginia, ordered “that all goods should be 
sold at an advance of twenty-five per cent., and tobacco taken hi 
payment at three shillings per pound, and not more or less, on the 
penalty of three years’ servitude to the colony.” In 1641, the 
General Court of Massachusetts “ made orders about payment of 
debts, setting corn at the usual price, and making it payable for 
all debts which should arise after a time prefixed.” In 1643, the 
same General Court ordered that Wampompeag (an article of 
traffic with the Indians) should pass current in the payment of 
debts to the amount of forty aliillings, the white at eight a penny, 
the black at four a penny, except for county rates. In Virginia, 
the value of a wife even was estimated in tobacco. The following 
extract is taken from Holmes’ American Annals : 

“ The enterprising colonists being generally destitute of families, 
Sir Edward Sandy s, the treasurer, proposed to the Virginia Com- 
pany to send over a freight of young women to become wives for 
the planters. The proposal was applauded, and ninety girls, 
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‘young and uncorrupt/ were sent over in the ships that arrived 
this year (1020), and the following, sixty more, handsome and 
well recommended to the Company for their virtuous education 
and demeanour. The price of a wife at the first was one hundred 
pounds of tobacco ; but as the number became scarce, the price 
was increased to one hundred and fifty pounds : the value of whicli 
in money was three shillings per pound. This debt for wives it 
was ordered should have the precedency of all other debts, and 
be first recoverable/’ 

The Rev. Mr. Weems, a Virginian writer, intimates that it 
would have done a man’s heart good to ^ee the gallant young 
Virginians hastening to the water side, when a vessel arrived from 
London, each cany mg a bundle of the best tobacco under his arm, 
and taking back with him a beautiful and virtuous young wife. 


The Bank of the United States was founded by Congress', but 
all the other banks derived their charter from the government of 
the states in which they are established. They are all joint-stock 
companies, as no private banking is allowed. The chartered banks 
are subject to various restrictions, according to the enactments of 
the diflerent states ; and their restrictions are often such as are 
unknown in this country. Generally no shareholder is answerable 
for the debts of the bank, beyond the proportionate amount of his 
shares. In some cases the government retains the option of sub- 
scribing an additional number of shares, and of appointing a 
corresponding number of directors. And in others, the banks are 
under obligation to advance a certain sum to the government 
whenever required. Some states have laid a tax of ten per cent, 
on the dividends paid on the stock of each bank. The banks are 
sometimes restricted not to incur debts beyond a certain propor- 
tion to their capital; and in all the states the banks are now 
required to make periodical returns to the government. 


The case of America has been so often adduced, as exhibiting 
the evils of a free system of banking, that it seems to require a 
special consideration. 

It strikes us as extraordinary that, to prove the evils of free 
trade in banking, we are directed tq a country in which free trade 
in banking has never existed. Neither an individual nor a com- 
pany can carry on banking in America without the permission of 
the state. All the banks in America are chartered banks, and 
differ from our joint-stock banks in many particulars, and espe- 
cially in the limitation of the liability of the shareholders. Now, 
admitting that the system of chartered banks has failed in 
America, it seems very illogical to infer that consequently a 
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system of unchartered joint-stock banks must fail in England* 
Eut it is contended that the history of banking in America shows 
the evil of having numerous banks, and hence similar evils must 
arise from having numerous banks in England. To maintain this 
argument, it should be shown that the banks in the two countries 
are of the same kind, and that the circumstances of the two 
countries, as far as they bear upon banking, are similar. But 
is this the case ? 

The argument presumes, too, that in case of free banking the 
number of banks would be very great. Are we justified in sup- 
posing that this would be the case? Theory exclaims “yes;’* 
experience whispers “ no.” The numerous banks in America are 
not the result or free trade, but arc the result of the acts of the 
Legislature. The State Legislatures have thought proper to give 
a large number of charters, and of course there is a large number 
of banks. Had the charters been few^er, and required higher 
paid-up capitals, the banks would have been larger and more 
respectable. The number of banks in England, too, have been 
the result of the interference of the Legislature. In the renewal 
of the charter of the Bank of England in 1708, it was enacted, 
that no other bank, having more than six partners, should have 
the privilege of issuing notes. As the growing trade and wealth 
of the country required banks of some sort, and as banks having 
more than six partners could not be formed, a great number 
of banks, each not having more than six persons, rose into 
existence as they were required by the increasing trade and 
wealth of the country. Hence, instead of having a small number 
of large banks, we have had a large number of small banks. 

In adducing instances from the history of banking in America, 
some of the witnesses are guilty of another fallacy. When they 
wish to prove the expediency of a sole bank of issue in England, 
they adduce the instance of the former Bank of the United 
States. Headers unacquainted with the subject arc led to suppose 
that the Bank of the United States was the sole bank of issue in 
America. Had this been the fact, it w^ould have been, as ihe 
lawyers say, a case in point. But liow stands the fact ? This 
bank had no more exclusive privileges than the Bank of Scotland. 
It was merely the government bank, and it had the power of 
opening a branch in every state of the Union. With regard to 
the issue of notes, it had no exclusive privileges, but was exposed 
to fair competition with the other banks. 

The case of America suggests to us a striking difference be- 
tween theory and experience. The theory of American banking 
appears very rational. There we behold the State with maternal 
c^e watching over the interests of the banking institutions, pro- 
hibiting all except those to which she herself may give birth ; to 
those siie give^ a charter as a special mark of her affection, pre* 
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scribing the amount of the capital, the extent of their issue, the 
sums of gold to be kept in reserve ; and to ensure obedience to 
her orders, she requires ample returns, and sends her officers at 
stated periods lo examine the amount of their treasure. What 
a beautiful theory ! Had it never been tried, how loudly would it 
be applauded. Let us look at another theory. Suppose it were 
now proposed for the first time to pass a law permitting any one 
individual to set up a bank and issue as many notes as he pleased, 
would not the plan be condemned as absurd ? Should we not be 
told that banks would become as numerous as gin-shops, and 
that every pauper and swindler in the community would be issuing 
“ promises to pay,” which would never be performed ? Yet this 
is the case in London at the present time (1844). Any individual, 
or any number of individuals not exceeding six, may take out a 
licence, and issue as many notes as they please, even in London. 
Yet where are the practical evils of this state of the law? 
Some people assprt that no evils have arisen because the number 
of partners is limited to six ; but if this privilege were extended 
to partnerships of more than six persons, then dreadful indeed 
would be the evils that would come upon the community. When 

a le cease to reason, and begin to prophesy, they must be left 
emselves. We may rebut an argument, but wc cannot refute 
a prediction. 

7. — Examples of a Full Currency. 

We have had, for above a year and a half, what is called a 
full currency; we are of course in a state of higli apparent 
prosperity. So we were in 1824, 1835, and in 1838 ; but what 
followed? — the distresses of 1825, of 1836, and of 1839. A 
prosperity based upon the state of the currency is sure to fall to 
the ground, as soon as the tide shall turn : the good sense of the 
mercantile community has hitherto induced them to abstain in a 
great degree from speculative undertakings ; and thus they have 
counteracted the pernicious tendency of our monetary system. 
But this cannot last. In the year 1838 (which the year 1843 has 
much resembled), the surplus currency found vent in American 
securities, and millions of the national wealth have been lost. 
It is probable that something similar, and perha})s something 
worse, will relieve us from the present currency plethora. It is 
from no wish to undervalue the excellent measures which the 
present Government have introduced, that we warn them against 
the evils which may arise from the fluctuations of the currency. 
Unless our system of management be speedily placed upon a 
sound basis, as surely as the future shall resemble the past, (and 
when it shall cease to do so history will be of no use to us,) so 
surely will a reaction take place, and produce effects similar to 
those that occurred in the years 1836 and 1839. (1844.) 
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8. — Examples of Eluctuation in Prices. 

Now we contend that this perpetual fluctuation of prices is a 
great evil. We will specify a few cases. Look at it with 
reference to trade. The profits of trade depend upon the dif- 
ference between the buying and the selling prices of commodities, 
and all the calculations of trade are founacd upon this difference 
of price. But a merchant may import a cargo of goods, and 
when they arrive the circulation may be in a state of contraction, 
and the selling price of his goods may be so much below his 
calculation, that lie may be involved in a serious loss. A trades- 
man may lay in a stock of goods in his shop with the fairest 
prospect of selling them at a profit, but the foreign exchanges 
become unfavouraolc, and the prices of his goods fall so much 
below the prime cost, that he is driven into the Gazette. A 
manufacturer may erect new mills upon the calculation of deriving 
a large profit from his increased business, but the rate of interest 
is advanced, and he finds that in proportion as he extends his 
business he increases his losses. He, therefore, dismisses Ins 
workmen, and discontinues his operations. And this not the 
worst. Even in cases where the trader would be willing to sell 
at losing prices, he cannot effect sales, for his customers have no 
money with which to buy. The system is also exceedingly in- 
jurious to the construction of all public works. If a dock, 
a bridge, or a railway is to be constructed, it is impossible to 
calculate the cost, for neither materials nor labour remain at the 
same price for two years together; and let the parties who 
engage in the undertaking be ever so respectable, it is impossible 
to say whether in a year or two hence they will be in a condition 
to respond to the calls for raising the necessary capital. 

9. — ^Examples of Failures of Joint-Stock Banks. 

It will assist us in forming a correct judgment as to the prin- 
ciples on whieh joint-stock banks ought to oe administered, if we 
take a view of those banks that have fallen, and notice the 
causes to which their failure may be assigned. In investigating 
these causes we shall find that the disasters which have befallen 
joint-stock banks have arisen, not from any unsoundness in the 
principles of joint-stock banking, but purely from mal-administra- 
tion. It was predicted by their opponents that they would be 
ruined by the excessive issue of their notes : but the banks that 
have failed have been chiefly those that did not issue notes. It 
was stated that they would be ruined by carrying on an extensive 
business with a small capital ; but among the banks that have 
stopped have been some of the largest capital. It was supposed 
they would be ruined by unprincipled men getting to be directors, 
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who, having no property of tlieir own, would care little about 
squandering the property of others. But the fallen banks are 
chiefly those which were governed by lionourable men ; and the 
greatest sutferers have been the directors Nor can it be said 
that the joint-stock banks have made their losses by engaging in 
speculations unconnected with banking. Private bankers have 
done so. But joint-stock banks are confined by their deeds of 
settlement to the business of banking. Nor has it appeared — 
except, perhaps, in the Isle of Man Bank — that they have violated 
their deeds in this respect. To what, then, must we ascribe the 
failure of so many joint-stock banks? We reply, To mal-admi- 
nistration; or, in other words, to bad management. And this 
leads us to inquire, In what way has this mal-administration been 
exemplified ? \yhat are those erroneous princi[)les that have led 
to these fatal results? Without attempting to enumerate them 
all, we will endeavour to specify a few of the most prominent. 

I. Taking the unsound business of other banks. 

One cause of the rapid extension of joint-stock banks in 1 836, 
was the “ meiging’’ of numerous private banks. 1 obtained from 
the managers the names of these private banks, which were printed 
as an appendix to the ‘‘ History of Banking in America.’’ published 
in 1S37. This list was afterwards extended, and inserted iu the 
Bankers' Magazine for 184'I. Thus it appears that 138 private 
banking establishments have merged iu joint-stock banks. Some 
of the private banks sold their business after tlie joint-stock banks 
had come into operation. Others formed a joint-stock bank upon 
the private bank, the senior partner often becoming a director, 
and the junior partner the manager, of the new bank. 

In by far tlie majority of cases, these unions, or "merges,” 
were advantageous to both parties. The private bankers obtained 
the value of the business they had surrendered, and an interest 
in the future prosperity of the bank they had joined. On the 
other hand, the new joint-stock bank acquired a business already 
formed, and also obtained the advantage of the practical know- 
ledge and superintendence of experienced bankers. 

But in some instances the bargain was a disastrous one for the 
joint-stock bank. The bad and overdrawn accounts were taken 
without due examination, and soon afterwards occasioned con- 
siderable loss. The loss of the purchase-money was generally by 
far the smaller loss of the two. A joint-stock bank in the west 
of England purchased a private bank in a country town for a large 
sum, and took the overdrawn accounts without a guarantee. 
These accounts were considered good at the time, but a few years 
afterwards the parties failed, and the joint-stock bank lost con- 
siderably. A joint-stock bank gave to the Northern and Central 
Bank the sum of 6,500/. for their business at Leeds, after they 
had stopped. The accounts they took over were afterwards the 
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occasion of great loss. The Isle of Wight Joint-stock Bank was 
formed upon a piivate bank, but a few months only had elapsed 
when they found they were insolvent from the losses that would 
arise from the bad accounts they had accepted. They imme- 
diately determined to wind up, and transfer their business to the 
National Provincial Bank of England. Other instances might be 
adduced of joint-stock bank? having been founded on private 
banks which arc now supposed to have been, at the time, in a 
state of insolvency. 


SECTION II. 

REASONING FROM ANALOGY, COMPARISON, AND CONTRAST. 

Analogy is different from either deduction or induction. 
The word analogy means resemblance. By reasoning 
from analogy” we mean, reasoning about one thing from 
its resemblance to another thing. 

The following are examples of this kind of reasoning: — 

“ I suppose it will be allowed, that, to advance a direct false- 
hood in recommendation of our wares, by ascribing to them some 
quality which we know that tlicy have not, is dishonest. Now, 
compare with this the designed concealment of some fault, which 
we know that they have ; the motive in these two cases is the 
same, and the prejudice to the buyer is also the same. 

“ The practice of passing bad money is sometimes defended by 
a vulgar excuse, that avc have taken the money for good, and must 
therefore get rid of it. Which excuse is much the same as if one 
who had been robbed on the highway should imagine he had a 
right to reimburse himself out of the pocket of the first traveller 
he met.” — Faley's Moral Fhilosophy. 

Analogies are of two kinds. They may denote a resem- 
blance between two things themselves, or merely a resem- 
blance between the circumstances in whicli they are placed. 
Thus, when Sydney Smith argues that dispositions are 
hereditary, from the analogy between men and animals, 
the resemblance is between the things themselves. But 
when he tells us wo ought not to decry the science of 
Moral Philosophy, inasmuch as several other sciences are 
liable to the same objections, the analogy is between the 
circumstances in which these sciences are placed. We 
are thus liable to make two mistakes. When we find 
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there is an analogy between the things themselves, we may 
erroneously infer there is an analogy in their circum- 
stances. Or when we find an analogy in their circum- 
stances, we may infer there is an analogy in the things 
themselves. 

The first error is exhibited very often in the analogies 
drawn between men and animals. There is, no doubt, a 
resemblance between reason and instinct. Hence some 
have inferred that there is an analogy between men and 
animals in their rights with inference to each other. Paley 
and others have contended on this ground that men have 
no right to kill animals for food. We think they arc in- 
correct in their analogies. 

The second error is when, from an analogy in circum- 
stances, we infer an anctlogy in the things themselves. 

Archbishop Whately defends logic by the analogical 
mode of reasoning ; and when he confines his analogies 
merely to the circumstances in which logic resembles other 
sciences, his reasoning is generally conclusive. But some- 
times he goes beyond this, and finds, or fancies, analogies 
between the nature of logic and that of other sciences to 
which it bears no resemblance. For example, he finds an 
analogy between logic and chemistry. 

Another kind of fallacious reasoning is when the analogy 
is merely verbal, or metaphorical, and there is no real 
resemblance between the things, or their circumstances. 

Analogy is the foundation of nearly the whole of 
our figiu'ative language. Bindley Murray observes that 

figures of speech frequently give to us a much clearer 
and more striking view of the principal object than we 
could have if it were expressed in simple terms and 
divested of its accessory idea. By a well-chosen figure 
even conviction is assisted, and the impression of a truth 
upon the mind made more lively and forcible than it 
would otherwise be. Wo perceive this in the following 
illustration of Young — ‘ When we dip too deep into plea- 
sure we always stir a sediment that renders it impure and 
noxious and in this instance, ‘ A heart boiling with 
violent passions will always send up infatuating fumes to 
the head.’ An image that presents so much congruity 
between a moral and a sensible idea serves like an argu- 
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luent from analogy to enforce what the author asserts, 
and to induce belief.” 

All analogy means a relation or agreement between 
two or more things, which in other respects are entirely 
(Ufforent. But when there are several points of agree- 
ment, it is not then an analogy, but a comparison. 

Comparison is a principle of extensive use in reasoning. 
In deliberating upon any step we are about to take, we 
make a comparison between the good and the evil effects 
it is likely to produce. We make comparisons between 
different men, and different qualities, and different actions, 
and between the laws and customs of different countries ; 
and we approve or disapprove, according to the award of 
our judgments. And indeed our descriptions of persons, 
places and things, consist chiefly of points of comparison 
with other persons, places and things. 

In reasoning from analogy or comparison, if the case 
to be proved appears to be stronger even than the case 
with which it is compared, the analogy is called by scho- 
lastic logicians, an ar(jumentum ^ fortiori, that is, 
stronger argument.” 

This kind of argument is often denoted by the words 

How,” How much more,” or How much rather.” 

The following a fortiori argument is used by the Hon. 
Joshua E. Giddings, Member of Congress for the state of 
Ohio, with reference to the Fugitive Slave Bill. This bill 
requires the inhabitants of the free states to assist in 
apprehending the fugitive slaves, and delivering them 
back to the state from which they had escaped : — 

“ The man who shall seize a slave upon the African coast, is 
by our law consigned to the gallows, and deemed unworthy of an 
existence among civilized, and even barbarous people ; but how 
■much greater must be the guilt of him who seizes the enlightened 
and intelligent Christian, one who holds tlie same religion, and 
trusts in the same salvation as liimself, and rivetting the cold 
iron upon his trembling limbs, sends him back to bondage and 
suffering ! ” 

Sometimes we compare two things together, not so 
much to discover wherein they agree, but wherein they 
differ ; and we rest our argument upon the contrast. 

The following illustrations of this principle of reasoning 
are taken from the author’s writings on banking : — 
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1. — Analogy between Nations and Public Companies as 
TO THEIR Moral Eesfonsibility. 

Public companies are analogous to other collective bodies who 
are acknowledged to be moral agents. 

It will not be denied that a nation may declare an 2or}ust war — 
may carry it on in a cruel manner — may treat a conquered nation 
with opjoression, or may conduct a treaty of peace with duplicity 
and fraud. Nor will it be denied, that a nation may become 
immoral by the extinction of moral feeling in its rulers, and 
throughout the population. 

As, then, large bodies of men, like nations, are rewarded or 
punished in their collective capacity, for their virtuous or vicious 
actions, it would seem to follow, that smaller bodies of men, like 
public companies^ may be subjected to the same moral discipline. 

A public company, like a nation, is composed of a number of 
individuals who have a government for the regulation of their 
affairs, and whose acts arc considered as the acts of the whole 
body. It is true that a public company is composed of a smaller 
number of persons than a nation, but that cannot affect the moral 
character of its actions. It is also true, that while a nation must 
always act through its government, a public company may, and 
often docs, at the general meeting of its shareholders, act inde- 
pendently of its government ; but neither can this alter its moral 
agency, for whether the form of government be arisiocratical or 
democratieal, the duties of a nation, or of a public company, 
remain the same. 

In opposition to this doctrine, it may be contended that, to 
render public bodies of men responsible in their collective capacity, 
would be destructive of personal or individual responsibility. Put 
this is not the case. A nation may be punished for its national 
crimes, and yet the individual who may have caused these crimes, 
may sustain an individual punishment. Thus Jeroboam, Ahab, 
and other kings of Israel were individually punished, while, at 
the same time, the nation was also punished in its collective 
capacity. So a public company may be punished or rewarded for 
its actions, while, at the same time, any individual who caused 
these actions, may also be personally rewarded or punished. It 
may too be objected, that if a public company is to be punished, 
as such, for its acts, then all the partners would share in the 
punishment, though many of them may have been quite innocent 
of the crime. To this we answer, that the same objection would 
apply to the doctrine of national responsibility. It is not pos- 
sible in the case of a large body of men, for every individual to 
take part in its actions. The act of the authorized government, 
or of the majority of the members, must be regarded as the act 
of the whole community, and every individual must share in the 
prosperity or adversity resulting from such acts. 
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2.— Comparison between the Pressures oe 1836 and 1839. 

It may be useful to notice tlie differences between the pressure 
of 1836 and that of 1839. If we measure the intensity of the 
pressure by the difference between the largest and the lowest 
stock of gold in the Bank of England, the former pressure will 
range from 7,801,000/. to 4,032,000/., and the latter from 
10,126,000/. to 2,525,000. In the pressure of 1836, one joint- 
stock bank, a London private bank, two country private banks, 
three large American agency houses, and a great many respectable 
merchants, stopped payment. In the pressure of 1839, there 
was scarcely a failure until the month of December, and then 
only among the second class of traders. — In the pressure of 1836, 
the prices of nearly all commodities fell considerably, and almost 
immediately. In the pressure of 1839, the prices of most com- 
modities remained for a length of time nearly the same. — In 
1836, the Bank of England did not raise their rate of interest 
above 5 per cent. In 1839, the rate of interest upon both dis- 
counts and loans was raised to 6 per cent. — In 1839, the Bank 
gave notice that they were willing to sell the dead weight, and 
they made arrangements for borrowing 2,500,000/. sterling from 
tiie Bank of France. In 1836, the bank adopted neither ot these 
measures. — In 1836, the Bank of England rejected all bills 
drawn or endorsed by joint-stock banks of issue. In 1839, they 
rejected also all bills drawn and endorsed by private banks of issue. 

3. — Contrast between the Circulation op the Bank 
OF England and that of the Country Bankers. 

The check upon the private bankers is, that their circulation 
cannot be issued to excess ; whereas if you had a bank which 
should issue notes for so much gold, then every time there was a 
favourable course of exchange, there would be a large issue of 
notes, which notes would necessarily reduce the rate of interest, 
lead to speculation, and turn the exchanges again by causing in- 
vestments to be made in foreign countries. Now, as issues are 
at present conducted, bankers are under several checks which 
would not apply to such a bank ; for instance, the check of the 
interchange with each other of their different notes once or twice 
a week, and the check of having their notes payable on demand ; 
whereas the notes of such a bank as you suppose would not be 
diminished except when gold was wanted to be sent abroad. 
Another check is the practice of giving interest upon deposits, by 
which all the surplus circulation is called in and lodged with the 
banks ; now, such a bank as you have supposed would not be 
under the control of those checks, and it would be under the 
necessity of increasing the circulation wlienever the exchange 
became favourable ; and we know oy experience, that the most 
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sure way of making the exchanges unfavourable is a previous 
excessive issue ; tliat previous excessive issue would necessarily 
arise, on the principle you have supposed, every time the exchange 
was favourable. 

With regard to the Bank of England, who have the power 
of issuing their notes in exchange against bullion, in the pur- 
chase of Exchequer bills and Government stock, it is quite clear 
that notes put into operation in that way, being thrown in a 
mass upon the previously existing state of trade, will have the 
effect of raising prices and reducing interest, and turn the ex- 
changes ; but if notes are issued merely to pay for transactions 
that have previously taken place, and arc drawn out by the 
operations of trade, as is the case with the issues of the country 
banks, those notes will have no such effect. 

4. — Comparison between the Country Bankers and the 
Branches of the Bank of England. 

The extension of the branches of the Bank of England this 
year (1827) occasioned great dissatisfaction among the country 
bankers. The establishment of rival banks in their own neigh- 
bourhood, was a circumstance that the country bankers could not 
view with indifference. They declared that the Bank of England, 
and not themselves, had been the cause of the previous spirit of 
speculation; that the Bank of England, by their advances to 
government and loans on mortgage, had made excessive issues, 
and that now to extend their influence, at the expense of the 
country bankers, was to reward the guilty, and to punish the inno- 
cent. The country bankers had been accustomed to charge five 
per cent, on the bills they discounted, and at some places five or 
six shillings commission besides the discount, but the branches of 
the Bank of England charged only four per cent, without any 
commission. The country bankers were of course compelled to 
d6 business on the same terms, or to permit their customers to go 
to the branch. The chief advantage the country bankers possessed 
over the. branch banks was, that they continued to allow interest 
on deposits, which the branch banks did not. But the additional 
confidence which was then possessed by the branch banks may, 
notwithstanding, have induced some depositors to give them 
a preference to the country bankers. 

On December 7, the country bankers held a meeting at the 
London Tavern, Bishopsgate Street, where they passed several 
resolutions, and appointed a deputation to wait upon Lord 
Goderich, the First Lord of the Treasury, and Mr. Herries, the 
Chancellor of the Exchequer. Among other resolutions, are the 
following 

“ That the late measures of the Bank of England in the esta- 
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blishment of branch banks have the evident tendency to subvert 
the general banking system that has long existed throughout the 
country, and which has grown up with, and been adopted to the 
wants and conveniences of the public. 

‘‘ That it can be distinctly proved that the prosperity of trade, 
the support of agrieulturc, the increase of general improvement, 
and the productiveness of the national revenue, are intimately 
connected with the existing system of banking. 

“ That the country bankers would not complain of rival esta- 
blishments, founded upon equal terms ; but they do complain of 
being required to compete with a great company, possessing a 
monopoly and exclusive privileges. 

“ That should this great corporation, conducted by directors, 
who are not personally responsible, succeed by means of these 
exclusive advantages, in their apparent object of supplanting the 
existing banking cstablishnients, they will thereby oe rendered 
masters of the circulation of the country, which they will be 
enabled to contract or expand according to their own will, and 
thus be armed with a tremendous power and influence, dangerous 
to tlic stability of property and the independence of the country.” 

The country bankers complained, too, that the branch banks, 
instead of meeting them on the footing of equality, had refused 
to take their notes, unless the bankers had previously opened 
accounts with the brunch banks, and provided funds for the 
purpose. 

Another'subjcct of complaint on the part of the country bankers 
occurred in the year 1 828. — The Bank of England had always issued 
their notes and post bills unstamped, in consideration of paying, as 
a composition for the stamp duties, 3,500/. per annum on every 
1,000,000/. in circulation. When the branches were established 
they issued bills, drawn upon the parent establishment in London 
at twenty-one days after date, without being stamped, alleging 
that these were included in their composition. At the same time 
the country bankers could not draw bills upon London without 
paying the stamp duty. In a memorial, presented to the govern- 
ment by the bankers in the town and neighbourhood of Birming- 
ham, it was shown that the stamp duty on a bill, drawn at 
twenty-one days on London, is three shillings and sixpence, while 
under the composition the Bank of England would pay but five- 
pence ; and that a circulation throughout the year of 10,000/., in 
bills of exchange of 20/. each, would subject the Bank of England 
to a .payment, in lieu of stamp duty, of only 36/., while other 
banks would have to pay 650/. An Act of Barliament (9 Geo. 
IV. c. 23,) was accordingly passed, to enable country bankers to 
compound for their stamp duties on the same terms as the Bank 
of England, and to include bills drawn upon London at twenty- 
one days’ date in the composition. By this law the country 
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bankers liave the advantage of paying duty only on tiie amount 
of notes ill circulation. 

5. — CoMPAKISON BETWEEN BrANCH BaNKS AND INDEPENDENT 

Banks. 

The establishment of branch banks may be considered as the 
effect of the formation of joint-stock banks. A bank, consisting 
of only six partners, is seldom sufficiently -well known over a 
great extent of country, to be able to open many branches. The 
credit of such a bank would be liable to be shaken, at one or 
other of its branches, and this might throw a suspicion on the 
whole establishment. But a joint-stock bank, possessing un- 
doubted credit, may extend its branches with confidence wherever 
adequate business can be obtained. The comparative merits of 
an independent private bank, and a branch of a joint-stock bank, 
and the effects tliey arc adapted to produce in any town in which 
they may be introduced, form a useful subject of inquiry. 

In the first place, the branch bank may be supposed to possess 
greater security. The branch, however small, would possess all 
the security that belonged to the whole establishment. The 
notes issued at the branch would be as valid as notes issued at 
the head office; and deposits made at the branch would be 
recoverable from all the partners in the whole bank. In case a 
run were upon even the smallest branch, the directors would be 
as anxious to meet the demand as tiiough the run were d'irected 
against the largest. A small private bank, on the other hand, 
would have its only resource within itself. Its own capital would 
form its only guarantee ; and, in case of a sudden demand, it 
must expect but little assistance from its neighbours. 

Secondly, a branch bank would command the use of greater 
capital. 

Every joint-stock bank would call upon its shareholders, for a 
supply 01 capital equal to the carrying on of the business. This 
capital would be kept in a disposable form, and, not like the 
capital of some private banks, locked up in loans upon incon- 
vertible security. The confidence the bank possessed would 
create more banking capital, by attracting deposits and facilitating 
the issue of notes. Some banks create more capital than they 
can employ: such is the case when the amount of notes and 
deposits is greater than that of the loans and discounts. Others 
employ more than their banking capital; and some banks employ 
more at one season of the year, and less at another. In such 
cases a branch bank would be fed with capital from the parent 
bank, as its wants might demand. If it yielded more capital 
than it required, the parent bank would employ it elsewhere. If 
it wanted capital, the parent bank would grant an ample supply. 
But in these cases a private bank would be troubled witn an 
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excess of capital which it might not be able to employ advan- 
tageously for a short period i ofr it might be distressed to raise 
capital to meet the wants of its customers. 

Thirdly, a branch bank would probably do business with the 
public on lower terrfis. 

A bank having many branches, usually charges the same rate 
of interest at all the branches. 'Jlic Bank of England discounts 
at all its branches on the same terms as in London. This cheap- 
ness of discount occasioned a great reduction of profits to the 
private bankers. A branch bank, too, conducted on the principle 
of allowing interest on deposits, will probably allow a higher 
rate, because the money can always be employed at some one or 
other of tiie branches ; and it will return the deposits at a shorter 
notice, because the funds of the whole bank are ready to meet 
the call. In the transmission of monej^a system of branch banks 
has a decided advantage, because the branches draw direct upon 
each other, and discount bills, payable at all the branches respec- 
tively. In a system of independent banks, the transmission of 
money from one to another is usually effected by a bill on London ; 
and bills drawn by one town on another are obliged to be made 
payable in London. 

A branch bank may thus be established in a place where a 
private bank could not exist. It may also be opened in places 
not sufficiently wealthy to furnish capital for a joint-stock bank, 
and where the people have no banking facilities. Branches being 
opened in such places, prevent the formation of banks with 
insufficient capital; for, to be without a bank is felt to be so 
great an inconvenience, that, if a good bank cannot be obtained, 
a bad one will, for a while, be supported. Hence, shopkeepers 
and others have become bankers ; and, having but a small capital, 
and being unacquainted with their business, they have ultimately 
involved themselves and others in irretrievable ruin. 

The directors or managers of a branch, too, actin" under the 
direction of a superior board, are less liable to be involved by 
indiscreet advances of loans from personal friendship or imperfect 
information. The transactions are more thoroughly sifted, and 
no important measure adopted without full discussion. The very 
circumstance of being accountable to a superior board would 
render the agents at the branch more scrupulous and cautious 
than they might otherwise be ; and the periodical returns made 
to the head office would constantly bring all the business of the 
branch under the notice of experienced and unbiassed inspectors. 

There are, however, iSome disadvantages attending a branch 
bank. As a branch bank is a mere colony, the agents must be 
directed by the commands they receive from the seat of govern- 
ment ; and the branch may be directed, in some cases, to adopt 
measures more adapted promote the welfare, of the whole estas** 
H 
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blishment than to advance tbe interest of that individual branch. 
The Bank of England, for instance, may engage to lend, on 
advantageous terms, a certain sum of money to the government ; 
and might, consequently, direct their agents at the branches to 
limit their discounts. As it is the duty of the directors to 
consult the interest of the whole establishment, they might con- 
sider themselves justified, as commercial men, in adopting this 
line of conduct. At the same time, it would be a great incon- 
venience to the persons resident at the places where the branches 
are established to be deprived of their usual discounts. So any 
other joint-stock bank having branches might limit their discounts 
at those branches, in consequence of having more profitable ways 
of employing their capital at head-quarters. 

Another possible inconvenience to a branch arises from the 
circumstance, that most cases of importance are necessarily re- 
ferred for the consideration of the head ofiice : not that these 
cases are more difiicult than ordinary cases, but because they are 
deviations from the usual course of business, or they belong to 
a class of transactions which is very properly reserved for the 
decision of the highest authority. And hence persons who have 
dealings with the branch may be obliged to wait the return of 
post, or a still longer term, before they can obtain answers to 
important inejuiries. This inconvenience may, however, be con- 
siderably diminished by giving to the managers or agents a high 
degree of discretionary power, and reserving as few cases as 
possible for the decision of the supreme board of directors. 

6. — COMPAKISON BETWEEN CaSH CkEDITS AND BiLLS OF 

Exchange. 

A cash credit operates much in the same way as a discount 
account and a current account combined. It resembles a discount 
account inasmuch as the banker is usually in advance to his cus- 
tomer. It resembles a current account, as it is required that 
there be frequent operations upon it ; that is, that there be per- 
petual payings in and drawings out of money. The bankers 
expect that a cash credit shall maintain a banking capital equal 
to its own amount. As the banker is usually in advance, a cash 
credit can create no banking capital by means of deposits ; it 
can be done only by means of the notes. If, then, the operations 
on a cash credit are sufficient to keep in circulation an amount of 
notes equal to the amount of the credit, then it gives satisfaction 
to the banker ; but not otherwise. Previous to granting a cash 
credit, the bstnks always make inquiries to ascertain if this is 
likely to be the case ; and even after it is granted, it is liable to 
be called up, if it has not accomplished this object. Hence cash 
credits are denied to persons who have no means of circulating 
the banker’s notes, or who wish to employ the money as a dead 
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loan ; and, in all cases, they are limited to such an amount as the 
party is supposed to be capable, of employing with advantage to 
the bank. 

7. — Comparison between English and American Banking. 

Whether we view the history or the principles of the respective 
institutions, I think it is abundantly evident that, as a whole, the 
system of chartered banks acted upon in America is inferior to 
the system of joint-stock banks as acted upon in Scotland : nor 
does it appear that there arc many of the American regulations 
that could be advantageously introduced into our joint-stock 
system. The restrictions on the amount of notes, deposits, and 
loans, are merely nominal ; and were they reduced to so low a 
proportion as to be real restrictions, they would most probably 
DC pernicious. Under the American system of limited liability, 
these regulations may be proper enough ; for it is quite proper to 
limit the debts of a bank, if you limit the fund from which those 
debts are to be discharged. The most important of the American 
regulations are those that refer to the paid-up capital, and that 
require the periodical returns to be made to the government; 
and these, I think, may very usefully be engrafted upon our system. 

8. — Comparative Effects of the Laws of 1844 and 1845, 

IN England, Scotland, and Ireland. 

The prohibition of new banks of issue has operated variously 
in the three countries. In Ireland, it was beneficial ; in Scotland, 
it has been harmless ; and in England, it is injurious. The Agri- 
cultural Bank of Ireland caused considerable mischief. To prevent 
the recurrence of such evils, the most effectual way was to pro- 
hibit the formation of new banks of issue. Hereafter this re- 
striction may become oppressive. Cork, and Limerick, and 
Waterford, may become sufficiently wealthy to supply a banking 
capital, and may wish to form local banks. The local banks at Belfast 
have conferred great benefits on the north of Ireland. In Scot- 
land, the banks are sufficiently numerous ; and, as they are allowed 
to unite, the authorized issue of notes is never likely to be less 
than it is. And although restrictions on banks are unsound in 
principle, they may not at present do any harm in Scotland. In 
England the restriction is injurious. Had we an unlimited power 
of lorming new banks, many of those firms that now consist of 
not more than six partners would be merged in larger establish- 
ments. The number of banks would be less — the amount of 
their issues would probably be less — but they would attract a 
higher degree of public confidence, and their character and con- 
tinuance would not be dependant upon the lives of individual 
partners. 

Unions of banks in either Ireland or Scotland are not very 
H 2 
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likely, nor perhaps desirable. The banks are large, have a re- 
spectable capital, and enjoy the public confidence. In England, 
many banks are small, and have small capitals : union among 
them would be highly beneficial. Yet such is the waywardness of 
legislation, that the acts of 1844 and 1845 give facilities to 
unions in Ireland and Scotland, and restrict them in England. 
In Ireland and Scotland, two banks of issue may unite, and the 
united bank have the united circulation. In England, if two 
banks of issue, either of which has more than six partners, 
should unite, the circulation of one or both of these banks would 
be lost. 


The differences between the laws of England, Scotland, and 
Ireland, arose from those countries having been forrtierly separate 
and independent nations. Scotland was an independent nation 
until the year 1714, and its laws and customs were different from 
those of England. Ireland was an independent nation until 
the year 1800, though its laws more nearly resembled those of 
England than did those of Scotland, But what was the reason 
that when those three nations became one United Kingdom, the 
same laws should not universally prevail throughout that United 
Kingdom ? Why, for example, should not the summary way 
of enforcing payment of a bill of exchange that exists in Seotland, 
be also adopted in England and Ireland ? A bill of exchange was 
the final settlement of an account, and the consideration was not 
allowed to be questioned even in England, unless it arose from 
smuggling or gambling. Why, then, not adopt the most summary 
way of enforcing payment ? Again, why, since tlie countries are 
united, should bills of exchange drawn from Scotland and Ireland 
be regarded as foreign bills ? A foreign bill of exchange might 
be accepted verbally or by letter ; an inland bill could be accepted 
only by the acceptor writing his name upon ^ it. A foreign bill 
must be protested for non-acceptance, and again for non-payment; 
an inland bill was merely noted for non-payment. Why were 
bills, drawn on London from Dublin or Edinburgh, different in 
these respects from bills drawn from Liverpool or Newcastle ? 
But even the laws passed since the Union possessed different 
enactments with reference to these different countries. In the 
year 1708, an act of Parliament prohibited any bank of issue in 
England having more than six partners ; and when the Bank of 
Ireland was formed, in the year 1783, this provision was extended 
to Ireland ; but the act was never extended to Scotland. Again, 
when notes under 5/. were abolished in England by the act of 
1826, they were still allowed to be issued in Scotland and Ireland. 
Until the year 1844, the stamp duties upon bills of exchange and 
bankers^ notes in Ireland were less than either in England or 
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in Scotland. When joint-stock banks were first permitted in 
England, they were prohibited from coming within sixty-fivc 
miles of London. And when, two years before, they were per- 
mitted in Ireland, they were excluded from coming within fifty 
Irish miles of Dublin. Hence, within these circles and without 
these circles, there were different banking laws. In the late Sir 
llobert Peel’s Acts of 1844 and 1845, different enactments were 
adopted in regard to these countries. These acts fixed the amount 
of notes that each bank might issue. But a bank in England 
that exceeded its issue was liable to a penalty equal to the amount 
of such excess. In Ireland and Scotland, a bank might exceed 
this amount, provided it had in its vaults an amount of gold and 
silver equal to the excess, — the silver not to be above one-fourth 
of the gold. Again, if two English joint-stock banks of issue 
united, one bank lost its circulation. If two Scotch or Irish 
banks united, the united bank might issue notes to the amount 
of the circulation of both the banks thus united. Again, if a bank 
of issue in England discontinued its circulation, and adopted the 
issue of Bank of England notes, the Bank of England might 
extend its circulation to the extent of two-thirds of the issue of 
the country bank. In Ireland, in a similar case, the Bank of 
Ireland might extend its issue to the amount of the whole circula- 
tion that was thus withdrawn. Thoc variations in the law 
seem to rest on no better foundation than the caprice of states- 
men. 


SECTION IIL 

REASONING FROM PARABLES, FABLES, AND PROVERBS. 

We take the following explanation of the word parable 
from Dr. Black’s Student’s Manual.” “ Para-ble, from 
fara, side by side, and hallo, I put. Thus parable means 
a similitude, or one thing compared to another. It is 
usually employed to designate a fable or allegorical instruc- 
tion, founded on something real or apparent in nature or 
history, from which a moral is drawn, by comparing it 
with something in which the people are more immediately 
concerned.” 

The word parable is applied in the New Testament to 
four different kinds of literary compositions. These are 
tales, comparisons, parables strictly so called, i e. allegories, 
and fables. 
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A TALE differs from a parable^ strictly so called, in having 
no reference heyond itself. 

The mode of reasoning from tales is the same as reason- 
ing from examples. Tales are records of events that have 
occurred, or are so probable that they might have occurred. 
The lessons drawn from these tales are the general prin- 
ciples which the facts tend to prove. It is a mode of 
reasoning by induction. We have discussed the subject of 
induction in the first section of this part of our work. 

A COMPARISON differs from a tale in that it is employed 
to illustrate something heyond itself It differs from a parable 
in that the illustration is confined generally to one point. 

Of comparison, as a principle of reasoning, we have 
already treated. Here comparison is brought before us in 
the way of metaphor. In this point of view, it can never 
amount to proof; but, nevertheless, its consideration is 
fairly within the province of logic. One part of our duty 
as logicians is to state clearly the propositions we intend 
to prove. Metaphorical comparisons are of great use 
in enabling us to make this clear statement. Half the 
disputes that exist among men arise from their misunder- 
standing one another. We should endeavour to acquire 
the art of stating, clearly and vividly, what it is that we 
mean ; and when we have done this, we shall in most cases 
have obviated the necessity for any further controversy. 

The PARABLE strictly so called is an allegory. It is em- 
ployed to illustrate something that seems at first to have 
no connexion with it, and the machinery of the composition 
must correspond with the several parts of the matter to he 
illustrated. 

Parables, like comparisons, are not proofs. They are, 
however, vivid illustrations; and the more minute the 
particulars, the stronger is the illustration. There is, of 
course, always an analogy between the illustration and the 
matter to be illustrated. But we must distinguish between 
a logical and a metaphorical analogy. For instance, the 
analogy between an animal who had fidlen into a pit, and 
a man who was lame, was a logical analogy, and it was 
clear that if one might be relieved on the sabbath-day, so 
might the other. But the analogy between the kingdom 
of heaven and a grain of mustard-seed was a metapho- 
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rical analogy, and the rapid increase of the mustard-seed 
was no proof of the future rapid spread of Christianity, 
though it was a vivid representation of it. 

The fable is a composition designed to illustrate a pro- 
position, which is called the Tnoral of the fable. It is not 
necessary that the machinery of the fable should hear any 
resemblance to any moral process to which the proposition 
may be applied. Herein it differs from the parable. The 
machinery of the parable, or allegory, must correspond 
with the moral processes it is intended to illustrate. The 
machinery of the fable represents nothing. It is required 
only that the result shall illustrate a proposition,, and 
this proposition must seem to flow from the plot of the 
fable. 

Parables, we have already observed, do not prove — they 
only illustrate. Indeed, they are rarely used for the 
purposes of controversy. They serve to explain what was 
previously obscure, and thus enable the mind to perceive 
the truths more clearly, and hence to believe them more 
firmly. Fables are of a more controversial chameter. 
Many of them were originally invented for political pur- 
poses. Their object is to illustrate a general proposition, 
which general proposition is applied to the particular case 
that we wish to demonstrate. In the composition of the 
fable, we invent a series of supposed facts, which, by a 
species of induction, are designed to prove, as far as they 
go, a general proposition, which is called the moral of the 
fiible. We then take this general proposition, and apply 
it to any case, or to all the cases to which it will apply. 
This is deduction. It is a kind of argument that we have 
classed under the relation of genus and species, and would 
rank under the first figure of syllogisms in scholastic logic. 
The design of fables, then, is to teach us general maxims 
and propositions, which we are to apply as we may have 
occasion, to practical purposes, in our progress through 
the world. Hence the propriety of teaching them to 
children. By this means, they acquire at an early age 
lessons of profound wisdom, in an interesting and agreeable 
manner, which is likely to make a deep impression on the 
memory. 

We now proceed to Proverbs. 
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A proverb, strictly speaking, is a short moral sentence, 
which means something further than what the words 
literally imply. It is ^ as apples of gold in a net-work 
of silver’ — grave and profound sentiment, the truth of 
which acquires additional beauty when partially discovered 
through the veil of elegant fiction and imagery. But most 
of Solomon’s proverbs are rather to be called maxims or 
sentences. The distinction between a proverb strictly 
so called, and a maxim or sentence, .may be thus illus- 
trated : When Solomon says, ^ Trust in the Lord with all 
thine heart, and lean not to thine own understanding,’ 
this is no proverb, but a moral sentence. When he says, 
‘ Drink waters out of thine own cistern,’ this is a proverb ; 
and it means, meddle not with that which belongs to 
another .” — Nicholh on the Proverbs. 

Proverbs are often the morals of fables. They are not 
usually capable of being proved by reasoning; they are 
proved by observation and ex'perienee^ and are many of 
them the results of the experience of ages. But, referring 
chiefly to morals and manners, they possess only a moral 
universality, and hence it is often easy to point out some 
cases in which they are not realized. Thus — “ The diligent 
hand maketh rich;” ‘‘Train up a child in the way he 
should go, and when he is old he will not depart from it,” 
are sound maxims; but cases do sometimes occur in 
which they will not apply. This is no valid objection to 
them as rules for our guidance. In human affairs we can 
have no certain and infallible rule ; we must be contented 
with a high degree of probability, and it is the part of 
true wisdom to submit our conduct to the guidance of 
this high degree of probability. “ To be indecisive and 
reluctant to act,” says Mr. Mill, “because we have not 
evidence of a perfectly conclusive character to act upon, 
is a defect sometimes incident to scientific minds, but 
which, wherever it exists, renders them unfit for practical 
emergencies. If we would succeed in action, we must 
judge by indications, which, although they do not generally 
mislead us, sometimes do, and must make up as far as 
possible for the incomplete conclusiveness of any one 
indication, by obtaining others to corroborate it.” 

I am not aware that I have employed either parables, 
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fables, or proverbs, in any of my, reasonings on banking. 
I cannot, therefore, produce any illustration of this kind. 
As the best substitute, I will transcribe the following 
articles, in which there are some exercises of the imagina- 
tion : — 

1. — A Run. 

In the month of October in this year (1828), occurred the 
first run for gold upon the Provincial Bank of Ireland : it com- 
menced at VVexford, and tlien proceeded to Kilkenny, Waterford, 
Clonmel, and Limerick. It was supposed at the time to arise 
from some suspicion of the bank; but it is now generallv be- 
lieved that it was produced by the same influence that produced 
the subsequent runs. It was not directed against any of the 
branches of the Bank of Ireland, nor could it with effect, as all 
their notes were at that time payable only in Dublin, About 
the time the run was subsiding, I wrote the following letter, 
which was inserted in the Jjeiceater Journal^ a newspaper pub- 
lished at Kilkenny : — 

SiK, — In referring to the recent run upon the southern banks, 
you have strongly pointed out the advantages afforded by those 
banks, but you have said nothing of the advantages of the run. 
Allow me, as an impartial observer, to point out those advantages. 
A run upon a bank is advantageous, in the first place, to the 
runners themselves. Running is an exercise highly conducive to 
liealth ; and when a wearied runner enters a bank, the doors of 
which he expected to find closed, and is presented with shining 
sovereigns in exchange for what he previously deemed a worthless 
rag, he must experience such pleasurable sensations as will amply 
compensate him for his former toil and anxiety. A run, too, is 
greatly for the advantage of all persons who arc employed in the 
manufacture or sale ot whisky. A man who has engaged in a 
hard nin, and has got his money besides, would hardly tliink it 
proper to return home without taking a glass of the 7ia(ive ; and 
if he should take two glasses instead of one, that you know 
would double the advantage. A run may induce the bank to 
limit their discounts, in consequence of which the price of butter, 
corn, and all other kinds of agricultural produce may be de- 
pressed, and this, of course, would be for the advantage of the 
buyers. A run, too, that shall call into circulation a vast 
quantity of gold would enable coiners to circulate counterfeit 
sovereigns, whereby the fine arts would be encouraged, more 
labour would be put into requisition, and an ample reward would 
be given to the exertions of ho7iest industry. A run affords much 
food for conversation, and affords matter for profound and lofty 
speculation. Every one will, of course, investigate the causes of 
the run, and each may luxuriate in the reveries of his own imagi** 
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nation. The less that is known upon the subject, the wider field 
will there be for conjecture ; and it may then be a matter of deep 
debate whether the run was occasioned by a peculiar configuration 
of the planets, or was merely the effect of lunar influences upon 
the minds of the people. These, Sir, appear to me to be some 
of the advantages of a run. 

I am myself, however, 

No Runner. 

2, — The O’Connell Run. 

1831. January. In consequence of legal proceedings taken 
by the Government against Mr. O’Connell, a run for gold took 
place on the Bank of Ireland in Dublin, and on all the banks in 
the south of Ireland. During the run, I published the following 
article in the Waterford Mail : — 

BANK NOTES vermS GOLD. 

To the Farmers, Landlords, Merchants, and Traders of the City 
and County of Waterford : 

The humble Petition of Messieurs Les Billets de Banque: 

Sheweth, 

That your petitioners were appointed by acts of the English 
and Irish Parliaments to be measurers of value ; it has been 
their office to denote the relative value of commodities, with a view 
to their equitable transfer from one person to another ; and they 
have discharged this office with more convenience to the public 
than it could have been performed by any other medium of 
exchange. 

That, notwithstanding these services, sundry persons have 
become evil-disposed towards your petitioners, and have at- 
tempted the total destruction of ;your petitioners, not by request- 
ing the Legislature to repeal the acts which called them into 
existence, but by endeavouring to produce what is usually called 
a run upon the banks. 

That your petitioners, therefore, beg permission to state what 
they deem would be the effects upon the agriculture and com- 
merce of the city and county of Waterford, in case your peti- 
tioners should be banished or destroyed through the machinations 
of such evil-disposed persons. 

The banks, which now discount at four per cent, in conse- 
quence of issuing their own notes, would, in case notes were 
abolished, be compelled to charge a higher rate of discount, and 
perhaps a commission besides. They would find it more profit- 
able to employ their money in mortgage or in the funds, unless 
they were to make such charges on their discounts as should 
render their capital equally productive, after having paid the 
expenses of their establishment. As, too, the banks would be 
deprived of the capital now created by the issue of their notes, 
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they would probably restrict tbe amount of their discounts. 
They would discount only for merchants of the first class ; and 
those of an inferior grade would be compelled to wait for remit- 
tances from England, instead of receiving the money for their 
bills, as they now do, the moment their shipments are made. 
The substitution of gold for notes would, therefore, put many of 
our merchants frequently out of the market, and impose heavy 
charges upon the remainder. 

The price at which commodities exported from Waterford 
can be sold in England, is regulated by the market price in 
England. The Irish exporter has no power to sell liis exports 
at a higher price. If, then, the merchant is subjected to higher 
charges for the discount of his bills, the only way he can reim- 
burse himself is by giving a less price to the farmer. The fall 
in the price of corn, butter, and pigs in Ireland, must be equal 
to at least the amount of these additional charges. Besides, 
should the inferior merchants not be able to get their bills dis- 
counted at the banks, there would be fewer buyers in the market, 
and this would tend to reduce prices still further. Such would pro- 
bably be the effect of the substitution of gold for notes, even 
were it produced by a legal enactment ; but were it produeed by 
what is called a run upon the banks, the prices of agricultural 
commodities would fall mueh lower. In addition to the above- 
mentioned causes, there would be a degree of alarm — a sort of 
panic — that would have a powerful effect for a while in reducing 
prices. A run upon the banks for gold would, therefore, be ruinous 
to the farmers. 

As the farmer could not obtain an adequate price for his pro- 
duce, he could not pay his rent, and the landlord must suffer. 
Perhaps the present rents might for a short time be squeezed 
out of those farmers who have accumulated a little capital, but 
ultimately rents must fall in proportion to the reducea value of 
the crops. 

As the farmers and landlords would not have the same 
amount of money as formerly to lay out with the traders and 
shopkeepers, these would find their business decline ; and those 
who had given credit would probably never recover the full 
amount of the debts due to them. And let it be observed, that 
while the substitution of gold for notes would materially reduce 
in Ireland the prices of the Irish exports, it would not reduce 
in the same proportion the prices of the commodities imported. 
The price in Ireland of a commodity imported depends upon 
the price at which it can be purchased in England!, or in any 
other country from which it is obtained. So tnat while a gold 
currency would reduce the price of corn, butter, and pigs, it 
would scarcely affect the prices of cotton, mercerv, groceries, 
ironmongery, wines, timber, &c. &c. As these xould not be pur- 
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chased at a lower price than they are now, they could not be sold 
at a lower price, except the reduction were taken out of the 
profits of the importer. As, therefore, the sellers of agricultural 
commodities would receive for the same amount of exports a less 
sum of money, they would not be able to purchase so many im- 
ported commodities, and consequently the business of the dealers 
and shopkeepers must decline. 

Thus it appears that the substitution of a gold for a paper 
currency would be injurious to the banks, by destroying a part of 
their capital, and diminishing their business — would be injurious 
to the merchants, by increasing the charges upon their discounts, 
and limiting the accommodation they receive from the banks — 
would be injurious to the farmers, by reducing the price of agri- 
cultural produce — would be injurious to the laiidlorcls, by renaer-^ 
ing the farmers unable to pay their rents — would be injurious 
to the traders and shopkeepers, by rendering the farmers and 
landlords less able to purchase their goods. Thus all these 
classes would be injured, without any one class receiving any 
benefit. 

Wherefore your petitioners most humbly pray, that you will 
prevent the arrival of these evils to the city and county of 
Waterford, and be pleased to discourage any attempts that may 
be made for the destruction of your petitioners. 

(Signed) One Pound. 

Thirty Shillings. 

Three Pounds. 

Pour Pounds. 

PivE Pounds. 

We understand the above petition was handed for signature 
to Messieurs the 10/., 20/., 30/., 50/., and 100/. notes; but they 
all refused to sign, alleging that the matter did not concern 
them, for that no person whose circumstances enabled him to 
bold even a 10/. note, could possibly be so uninformed as to en- 
tertain the sentiments against which the petition contends ; and 
they declared, upon their honour as gentlemen, that they had 
never heard such sentiments expressed by any individual with 
whom they had been conversant. It is reported that Monsieur 
5/. has withdrawn his signature from the petition upon the same 
grounds. 

3.— The Poetry op Banking. 

The following article was written after reading the Poetry of 
Life,” and some years subsequently was published in the first 
volume of the Ba?iker*s Magazine : — 

‘‘And what has poetry to do with banking? Surely no 
employment can be more unpoetic than that of a banker.” "I’his 
is a mistake. They who have read Miss Stickney’s (now Mrs. 
Eliis) “ Poetry of Life,” need not be informed that many of the 
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objects and events of ordinary life arc in tlieir nature highly 
poetic. Like Moliere’s character, who had been speaking prose 
for forty years without knowing it, we talk, and think, and act 
poetry, without being at all conscious of the fact. With a little 
observation, we should find that the flowers of poetry are scat- 
tered in profusion around almost every path of life, and not a 
few are found to bloom even on the dry and barren soil of bank- 
ing. Were we to enter into the feelings of a banker, we should 
find that his recollections^ his associations^ and his positions ^ often 
partake highly of a noetic character. 

Feeling is the soul of poetry. Poetical recollections arc recol- 
lections that are adapted to raise the feelings or the passions of 
the mind. 

The mutability of human affairs is one of the most fertile 
sources of poetical reminiscences ; and wdio is more familiar wdth 
these tlian a banker ? Tlie circle in which he moves is in per- 
petual motion. How numerous are his recollections of men 
whose names “stood first on ’Change,’* but who, in a short time, 
have “fallen from their high state,” and have been driven to 
pass their final examination in the Court of Bankrupts. It is 
the frequency with which these events occur that makes us over- 
look their poetic character. But the fate of a monarch driven 
from his throne ; of a hero who has lost a battle ; or of a deserted 
maiden who laments the infidelity of her swain, is scarcely less 
afflictive, nor, in many cases, less romantic. And the banker is 
not a mere spectator of these events ; he often feels a most 
painful interest in them ; and they make a tremendous impression 
upon his mind, by the pecuniary losses he sustains through the 
unhappy defaulters. 

His individual reminiscences are also often highly poetic. While, 
on the one hand, his mind is gratified by the recollection of the in- 
stances in which he had been the means of raising honest industry 
to affluence ; on the other, he recollects many cases in which his 
caution has been over-reached, and his confidence abused. Often, 
amid the gloom of his evening walks, he will fancy that fie secs 
the ghosts of his past-due bills stalking across his path ; he seems 
to view their hideous countenances, some cast down in sullen 
despondency at their fate, and others grinning with ferocious 
delight at having outwitted a banker. The horrid spectres 
unnerve his strength, and make him resolve never again to trust 
to even the fairest appearances of integrity ; and at other times 
they rouse his indignation, and make him wish for the thunder- 
bolts of heaven that he might hurl the culprits to the nether 
world, and there inflict a heavier punishment than can be imposed 
by human laws. 

The associations of a banker often partake of a poetic cha- 
racter. As a dealer in money, Jiis thoughts will often be earned 
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back to that state of society when money was unknown. He 
will think of life in the wilds,” and he will trace the progress 
of society from a state of simplicity and rudeness to its highest 
degjree of civilization; from a state of barter to the use of 
various substances, as money, until it arrived to the employment 
of coin. A guinea or a sovereign will awaken poetic associations. 
The coat of arms will carry back the mind to the age of chivalry, 
when the knight placed his arms upon his shield, and challenged 
the world in honour of his lady love ; while the appearance of 
the sovereign, on the other side, will remind him of all the 
splendours of royal munificence. And should it be a female sove- 
reign, his association will be still more poetic : he will think of 
her youth, her beauty, the kindness of her heart, the elemency 
of her government; and, in a leisure hour, his thoughts perchance 
will be carried from his office to his home, and rest upon his own 
domestic queen, and he will be reminded of pleasures more ex- 
quisite than those even which arise from the contemplation of 
the golden treasures locked within his vaults. 

YoQiiG positiom are positions which express the feelings of the 
mind ; thus, there are positions of doubt, of sorrow, of joy, &c. 
Many of the positions into which we are thrown, in ordinary 
life, are highly poetic, although they may pass by without being 
celebrated in verse. Thus when a portly gentleman enters an 
omnibus in which six persons arc already seated on each side, 
and he stands in doubt where he is to find a place, he is in a 
poetic position — a position of suspense. And when the jerk of 
the omnibus throws him olF his Wlance, and he falls heavily 
against a young lady, who utters a shriek of horror, both he and 
the lady are in a poetic position — a position of alarm. 

It must be acknowledged that the poetic positions in which a 
banker may be placed are not numerous, llis occupation pre- 
cludes the exercise of the more violent feelings of our nature. 
His anxieties are many, and his joys are few. A composed 
serenity of mind is the highest degree of happiness he can ever 
hope to attain, and the poetic positions in which he is most fre- 
quently placed are those of suspense and apprehension. 

The maiden who hesitates wliether she will or will not accept 
the proffered hand of her lover is in a position of suspense; 
the soldier who, with lifted sword, hesitates whether he will slay 
or spare his prostrate foe is in a position of suspense ; and the 
banker who holds between his fingers a bill of exchange, hesitat- 
ing whether he will discount it or not, is in a position of suspense. 
“ if,” he mutters to himself, “ I discount this bill, I may lose 
the money ; and if I do not discount it, I may offend my cus- 
tomer, and lose the account : what had I better do ? ” This is 
by no means the only case in which he is placed in this painful 
position. 
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Positions of apprehension and alarm are not less frequent. In 
times of public distress especially, there are rumours upon 
rumours respecting parties who are said to be about to fail ; 
and every rumour drives the banker to his bill-case, that he 
may see what amount of bills he holds upon the rumoured .party. 
What anxiety he manifests when, with elongated visage, and 
with thought profound, he turns them over one after the other, 
and calculates the tremendous loss which he would incur by the 
failure! The expression of his countenance is quite poetic. 
What a fine subject for the pencil ! 

But, ])erhaps, the most interesting positions of alarm are those 
which occur when there is a run upon his bank. 

Let us take the instance of a country banker. An hour before 
his bank opens, he sees a crowd around the house holding his 
notes in their hands, and prepared to rush in and demand the 
amount ; while the letters he has just opened inform him that 
some neighbouring banks have stopped payment. The banker 
congratulates himself on his foresight in having already sent 
a messenger to London to obtain supplies, and thinks with satis- 
faction on the large amount of ready cash he has in the hands of 
his London agent. Conscious, therefore, of being prepared to 
meet any run that can be made upon liim, his countenance 
betokens that he is in a position of complacency . The door is 
open, and the run begins. The cash on hand is disappearing 
more rapidly than he expected, and the messenger has not re- 
turned from London. He begins to feel liimself in a position of 
apprehension. He instructs his clerk to pay away the money more 
deliberately; to count it twice over in order to be sure it is 
right ; to give a sovereign short in order that he may have to 
count the money again ; and to adopt every other means of gaining 
time till the messenger returns. But notwithstanding the delay 
which is thus gained, his till is almost empty. He now finds 
himself in a position of alarm. At this moment he perceives, at 
a distance, a post-chaise driving furiously towards the bank ; he 
hopes it brings the supplies from London ; he strains his eye- 
balls to catch the view of the traveller ; he is in a position of 
anxiety. At length, he clearly recognises the face of his mes- 
senger; he is now in a position of transport. “ How very lucky,” 
he says to himself, “that just at the moment the last sovereign 
is thrown across the counter, a fresh supply should arrive I” The 
post-chaise rattles up to the door; the messenger enters with 
breathless haste. “Welcome, welcome!” exclaims the banker, 
“you are just in time.” The messenger replies that he has 
brought no money ; for the London agent, of whom he was to 
obtain supplies, had himself stopped payment the day before. 
The banker sinks at once into a position of despair! 
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SECTION IV. 

REASONING PROM WRITTEN DOCUMENTS. 

Written documents give rise to a vast deal of argu- 
mentation. Different meanings are attached to letters, 
to agreements, to wills, and to many other writings. To 
decide the questions which are thus raised, we must have 
recourse to reasoning. Sometimes the authenticity of the 
document is denied. We have then to 23rove that it was 
written by the author whose name it bears; and in the 
case of wills, we have also to prove that the i)arty was of 
sound mind when he affixed his signature. At other times, 
the dispute has reference to the meaning of the document. 
Here we have to show what was the meaning intended by 
the author. When there is no doubt about either the 
authenticity or the meaning, the questions raised will 
have a reference to the character of those cases to which 
the terms of the document may be apjdied. For example, 
the written law proliibits murder. If, then, one man 
kills another in a duel, is that murder, or only man- 
slaughter? The law prohibits swindling. If, then, a man 
borrows money, knowing that he cannot repay it, is that 
swindling, or is it an ordinary debt? 

The trials that take place in our civil and ci’iminal 
courts, with a view to ascertain the facts of the case^ are not 
reasonings from written documents ; the object is merely 
to prove the facts. The evidence received is either direct 
or indirect. Direct evidence is the testimony of witnesses, 
and here reasoning is employed only in regard to the cha- 
racter and credibility of the witnesses. The other kind of 
evidence is indirect, or, as it is called, circumstantial. We 
have explained this kind of evidence in the Section on 
Conditional Causes, at page 95. When points of law are 
reserved for the opinions of the judges, or cases are argued 
in banco, the reasonings have a reference to written 
documents— that is, to the meaning and application of 
the laws. 
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All our statute laws are written documents. They are 
enacted by the three estates of the realm — King, Lords, 
and Commons. But the laws sometimes require to be 
explained. The duty of explaining the laws devolves on 
the judges. But the judges explain only those portions 
respecting which there is any doubt ; and these portions 
are pointed out to them by the disputes that arise between 
the citizens. These disputes refer to various points. Some- 
times two laws apj)ear to contradict one another. In this 
case the judges will fix upon the meaning that is supposed 
to be most in accordance with the intentions of the legis- 
lature ; for the judges always pay the legislature the com- 
pliment to suppose that it did not intend to enact contra- 
dictory laws. In these cases the principle of reasoning is, 
as we have already seen, from final cause and effect. 
Sometimes the question is, whether a certain action, or a 
certain .class of actions, is included within certain phrase- 
ology : here the reasoning is between genus and species. 
Often the question is, whether laws passed in former times 
apply to modern inventions or practices : here the reason- 
ing is often by analogy. 

Under the head of written documents we may place 
statistical returns. 

The facts with which this science is conversant are 
those which are susceptible of being represented and regis- 
tered by figures. Its arithmetical operations are chiefly 
multiplication and division, the calculation of ratios, and 
the construction of tables. 

There is scarcely a science from which so many new and 
useful truths may be drawn so readily as from statistics. 
By new truths I mean, of course, truths that are new to us. 
No truth is new in itself. The doctrine of gmvitation was 
a truth in itself before it was discovered by Newton ; but 
he made us acquainted with it. It is only in this sense 
that any truth can be new. By statistics many discoveries 
have been made — discoveries, too, of great importance, 
and made by very simple means. For instance, it was a 
new discovery in Edinburgh that the annual consump- 
tion of spirits in Scotland was in the proportion of 11^ 
gallons to every individual ; while in Ireland, it was in the 
proportion of 3^ gallons ; and in England, it was only 
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in the proportion of 2^ gallons. It was also a new truth 
that the wealth of the lower classes is increasing — and in- 
creasing, too, in a higher proportion than that of the higher 
classes. For these truths we are indebted to Mr. Porter. 

These new truths are sometimes discovered by simple 
multiplication and division; sometimes by ratios; and some- 
times by placing interesting information in a tabular form. 

When our figures are chronological registers of facts, 
new and highly important truths are sometimes ascer- 
tained by merely observing if any specific facts re-occur at 
certain periods. When we have ascertained any unifor- 
mity in the occurrence of certain events, we call that uni- 
formity a LAW. Thus those uniformities that were found 
to occur in regard to the deaths at various ages, are now 
called the laws of mortality. A few yeai-s ago, a Com- 
mittee of the House of Commons published the average 
monthly circulation, for several years, of the notes that had 
been issued respectively by the Bank of England, the 
country banks, the banks of Scotland, and the banks of 
Ireland. From these returns we deduced what we termed 

The Laws of the Currency.” 

The relation of cause and effect has a close connexion 
with statistics. Indeed, wo may almost give tlie same 
definition of statistics which has been given of philosophy, 
the ‘^science which teaches the causes of things.” We 
discover the ‘^causes of things” in various ways. Some- 
times statistics will merely give us the facts, and we have 
to ascertain the causes from other sources. Thus we have 
fluctuation in the prices of corn — of the funds — and we 
have to judge of the causes. Here there is much room for 
difference of opinion. For instance, statistics will tell us 
that there was a great fall in the price of the funds in 
February 1848 ; history will tell us that just before this, 
occurred the Revolution in France. We may therefore 
infer with confidence, that the French Revolution was the 
cause of a decline in the English funds. But generally 
the relation of cause and effect is less obvious and less 
sudden, and consequently there is more occasion for sound 
reasoning. 

In reply to a statistical argument, Mr. Canning ex- 
claimed — ‘^Not figures, but facts.” All figures should 
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represent facts. But we cannot deny that even the facts 
represented by figures may, like other facts, become the 
basis of erroneous reasoning. 

Our reasoning may be erroneous from the inaccuracy 
of the data. In some cases no records may have been 
kept, and hence we have no authenticated facts. From this 
cause our reasoning may be defective respecting the popu- 
loiisness of ancient nations — the average duration of life 
in the middle ages — the amount of the revenue the pope 
derived from England previous to the Reformation. Some- 
times when records have been kept they are defective. 
Thus, the produce of the gold and silver mines in America 
and in Russia has been calculated from the amount of the 
duty paid to the State. But, of coui'se, we have no record 
of the cases in which the duty has been evaded. We have 
records of the importation of tobacco, but we can have no 
records of the quantity introduced by smugglei's. We 
know the quantity of spirits that pay duty in Great Britain 
and Ireland every year, but we have no records of the 
illicit distillation. 

So in taking our scries of figures from different countries, 
w^e are liable to error in making comparisons between 
those things to which these series of figures may respec- 
tively refer. The prices of commodities, for instance, though 
referring to things called by the same name, may not refer 
to things of the same kind or the same quality. In com- 
paring the wages of different countries, we may be led 
astray, for the quantity of labour rendered in return for 
these respective rates of wages may very much differ. 
When the union between England and Ireland was under 
consideration in the House of Commons, Mr. Wilberforce 
presented a petition from the Woollen Manufacturers of 
Yorkshire, praying to bo protected against the low wages 
of Ireland. It was presumed that if woollen manufactures 
were established in Ireland, they would be able, from 
the low rate of wages, to undersell those of Yorkshire. 
Certain duties, called’ “ Union duties,” were accordingly 
continued for twenty years. But though these duties 
have ceased for thirty years, the woollen manufactures, 
notwithstanding the low wages, have shown no disposition 
to take flight from Leeds to Gdway. 
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We are sometimes led astray in making comparisons 
between two series of figures, by confining our attention 
simply to the figures, without noticing the different cir- 
cumstances of the respective periods to which those figures 
refer. Thus, during the commercial pressure of 1847, the 
Chancellor of the Exchequer stated to some deputations 
that waited upon him on the subject, that the restrictions 
on the issue of bank-notes, by the act of 1844, could not 
be the cause of the pressure, for the amount of notes then 
in circulation was higher than it had been in former years 
when no pressure existed. It was afterwards stated before 
the Parliamentary Committee, that of the notes in circula- 
tion, above 4,000,000Z. were locked up in the vaults of the 
London and country bankers, as a provision for any 
demand that might bo made upon them for payment of 
their notes or deposits. 

The principal written documents that have a reference 
to banking, are acts of Parliament, legal decisions, charters, 
deeds of settlement, bills of exchange, promissory notes, 
letters of credit, cash credit bonds, and reports of Par- 
liamentary committees. 

The followdng illustrations of this principle are taken 
from the author’s writings on Banking. 

1. — The Deed of Settlement. 

Although the law in England docs not place any limitation 
upon the amount of loans or advances made by joint-stock banks, 
yet restrictions upon some descriptions of advance are imposed 
by most of our deeds of settlement. Tlie committee state — 

“Advancing money on real security is in no instance forbidden. 
The deeds of three companies arc silent on this subject — the rest 
expressly allow it. 

“ The majority of the deeds are silent on the subject of the 

purchase of land. The Banking Company expressly alloVs 

it. The Banking Company and the Union Banking Com- 

pany expressly forbid it. 

“ An advance of money on mining concerns is in no instance 
expressly^ allowed— in many it is expressly forbidden— in the 
majority it is passed over in silence. 

“Advances of money upon any public foreign government 
stock, or the stock of any foreign chartered public ‘company,’ 
is directly sanctioned in the deeds of four banking companies. 
Investment in foreign government stock or funds is allowed by 
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the deed of another bank. Such advances are expressly forbidden 
by many of the deeds, and are passed over in silence by many 
others.” 

In no case does it appear that any restriction is placed upon 
loans granted upon individual security; that is, upon overdrawn 
accounts. In all our manufacturing towns, it is the practice tor 
the banks to make large permanent advances to the manufac- 
turers ; and, as a remuneration, they charge a commission of a 
quarter per cent, upon the account. Here the banks adopt the 
dangerous principle of running great risks for the sake of large 
profits. This practice has not heen introduced by the joint-stock 
tanks. It has for many years been the practice of the private 
bankers, and has no doubt been exceedingly beneficial in stimu- 
lating our manufactures, and in giving worthy men of small 
means the opportunity of advancing themselves in the world. 
But now that our manufacturers are become wealthy, the same 
practice is not necessary. It is not the business of banks to 
supply their customers with capital to carry on their trade ; it is 
a dangerous principle ; because, in the first place, there is a great 
risk upon individual security ; and then, if the money is wanted, 
it cannot suddenly be called up. I think, therefore, that joint- 
stock banks should limit their advances of this sort to a certain 
proportion of the amount of paid-up capital. 

2. — Irish Bank Notes. 

In the year 1721, an act was passed for better securing the 
payment of bankers’ notes. It enacted that notes not paid on 
demand should bear interest; that bankers should not fraudu- 
lently alienate any part of their property ; and that, after their 
death, their real estates should oe accountable for payment of 
their notes. This act was repealed by 33 Geo. 11. c. l4. From 
this act it appears, that at that time “ the trade of this kingdom 
was partly carried on by the means of cash notes given by 
bankers,” and that the “trade or calling of a banker” was fol- 
lowed or exercised by “the keeping a public shop, house, or 
oflBce, for the receipt of the money of such persons as were 
willing to deposit the same in their custody and the bankers 
gave or issued promissory notes for the payment of the money so 
deposited on demand or on a certain day. Hence it is evident 
that the bankers’ notes in Ireland were like the goldsmiths’ notes in 
England— receipts for money that had been lodged in their hands* 

3. — The Legal Rate of Interest. 

1731. The legal interest of money reduced to six per cent, 
where it still remains. The preamble to this Act will show the 
opinions which were then entertained respecting the effects of a 
high rate of interest. They appear to be similar to those of Sir 
Josiah Child — “Whereas the reducing of interest to eight, and 
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from thence to seven in the hundred, hath by experience been 
found to be very beneficial to the advancement of trade and im- 
provement of lands ; and, whereas there is at this time a very 
great abatement in the value of divers mereliandise, wares, and 
commodities of this kingdom, both at home and also in foreign 
parts whither they are transported ; which is in a great measure 
occasioned by foreign merchants being able to procure money at 
less expense, and for less interest than the merchants in this 
kingdom, by which means they can give greater prices for their 
native commodities and manufactures, and sell them cheaper 
abroad by having a greater gain in proportion to their risk 
from their freight, cheaper by the lowness of interest. And, 
whereas the value of lands would rise at liome, and the owners 
and occupiers of lands would be enabled to improve them 
by fencing, draining, manuring, and otherwise cultivating them ; 
and manul^actures, and other useful arts and fisheries might be 
improved upon procuring money at an easy interest. And also, 
usurers and otliers wdio now live upon the interest of their 
money, would betake themselves to some useful art, calling, or 
trade, or become industrious improvers of the lands of this king- 
dom, which they cannot now do to any profit whilst the interest 
on loan continues at so high a rate as seven pounds in the hun- 
dred pounds for a year ; which mischiefs cannot be prevented, 
nor improvements made, without reducing interest to a nearer 
proportion with the interest allowed for money in foreign states, 
DC it therefore enacted,’* &c. 

4. — Laws eespecting Joint-Stock Banks. 

This mode of reasoning from written documents, so far as it 
refers to the laws of our country, will, perhaps, be best explained 
by a practical illustration. And for this purpose we shall notice 
the legal decisions that have taken place with reference to joint- 
stock banking. 

At the renewal of the Bank of England Charter, in the year 
1708, a clause was introduced wliich prohibited any other com- 
pany, consisting of more than six persons, “ to borrow, owe, or 
take up any sum or sums of money on their bills or notes, pay- 
able on demfand, or at a less time than six months from the Dor- 
rowing thereof.” 

This clause, intended to prohibit the issue of notes, was sup- 
posed to prevent the formation of any banks consisting of more 
than six persons, even should they not issue notes. 

But in the year 1833, when the Bank Charter was about to be 
again renewed, a doubt arose as to whether this was the meaning of 
the law. The Chancellor of the Exchequer, Lord Althorp, required 
the opinion of the Attorney and the Solicitor-General, who stated 
that the law did not prohibit the formation of banks having more , 
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tlian six partners, provided they did not issue notes. Two 
other counsel of eaual eminence gave their opinion the other way. 
To remove all doubts, a clause was ultimately introduced, which 
and enacted,’’ that such companies might be formed. 
Here was an instance of the uncertainty of the law being re- 
moved, not by an appeal to the judges, but by a declaratory 
enactment. 

The law having thus sanctioned the establishment of joint- 
stock banks in London, a joint-stock bank was formed, and, like 
other banks in London, accepted bills of exchange drawn by its 
country connexions. But the Bank of England alleged that this 
was a violation of the above prohibition against “borrowing, 
owing, or taking up money,” &c. Here the reasoning was on 
the relation of genus and species. The words prohibited a 
certain class of actions, and the question was, whether accepting 
bills, as well as issuing notes, was included in the prohibited 
class. The law decided that it was ; and an injunction was ob- 
tained in 1837, prohibiting the acceptance of all bills drawn at less 
than six months after date. In the year 1811, an Act of Parlia- 
ment granted to such banks the same privileges as arc exercised 
by private bankers. 

The lawyers have always maintained that a strict analogy 
exists between private partnerships and public companies. The 
only difference, they contend, is in the number of the partners. 
And hence the laws passed originally with reference to small 
partnerships they think ought fo be applied to large partnerships. 
From this cause has arisen much litigation, and many appeals to 
the Government to amend the laws. In the following cases, the 
appeals have been successful. 

The law requires that the names of all the partners in a firm 
that is either plaintiff or defendant in a suit, should be placed on 
the record. When joint-stock banks were first allowea in Eng- 
land, in 1826, beyond sixty-five miles from London they were 
allowed to sue or be sued in the name of one or two partners, 
who were registered for that purpose at the Stamp Office. But 
this privilege was not grantea to the banks formed in London. 
Hence, previous to 1844, those banks were compelled to make a 
special agreement with every customer, whereby he held himself 
answerable personally to the trustees for any sum he might 
become indebted to the bank. 

It is against the law for any clergyman to be a trader. Several 
clergymen became shareholders in joint-stock banks. It was 
contended, and successfully, that the clergyman having become a 
partner in a trading company, was a trader. The company was 
therefore illegal, and consequently could neither sue nor be sued 
in a court of law. An Act of Parliament was obtained to remedy 
this defect. 
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The Nortliern and Central Bank at Manchester had occasion 
to sue for debt some of its own shareholders. No private part- 
nership can sue a member of its own firm. It was held that the 
same rule held in regard to joint-stock banks. The action was 
lost. But the Chancellor of the Exchequer, Mr. Spring Bice, 
(now Lord Montcagle,) brought in an act of parliament to meet 
the case. 

The manager of a joint-stock bank at Walsal was tried for 
robbing the bank of about 7,000/. At the trial it was shown 
hat he was a partner in the company. His advocate contended 
that he was a joint owner of the property, and therefore could 
not be guilty of robbery. The judge took the same view, and 
he vyas acquitted. This evil too, was amended by a new act of 
parliament. 

Lord Denman brought in an act for allowing shareholders in 
joint-stock banks, and other parties in similar circumstances, to 
be examined as witnesses. (6 & 7 Vic. c. 86.) It was enacted, 
that “no person should be excluded by reason of incapacity 
from crime or interest from giving evidence” in a court of law. 
But the act contained a proviso that excluded tlie plaintiff himself. 
An action was brought by a public company, and one of the wit- 
nesses was a shareholder in the company. The question was 
raised, whether he could be legally examined as a witness. The 
Court of Exchequer decided that he could not. Thus a share- 
liolder in a public company was considered to be the same as a 
partner in a private firm. So far, therefore, as concerns the 
shareholders in joint-stock banks, Wm proviso annihilated ihe act. 

By the Act to Amend the Law of Evidence (14 & 15 Vic. 
c. 99), passed in the Session of 1851, the proviso in Lord Den- 
man’s Act is repealed, and the shareholders in joint-stock banks, 
and in all other public companies, may be examined as witnesses 
even in cases where those companies may be either plaintiffs or 
defendants. 

5. — The Laws of the Curkency. 

We will take the monthly returns* of the circulation for the 
period that is past, that is, from the end of September 1833 to 
the end of 1843, and endeavour, by observing their various revo- 
lutions, to discover if they are governed by any fixed causes or 
principles — to ascertain if those principles are uniform in their 
operation ; and if we should discover that the revolutions of the 
currency are regulated by any uniform principles, we shall call 
those principles the Laws of the Currency, 

* These returns were laid before a select committee of the House of Commons 
on Banks of Issue, A summary of the evidence has been published under 
the title of “ The Country Banks and the Currency,” by Mr. G. M. Bell, author 
of “ The Philosophy of Joint Stock Banking.” 
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We shall begin with that portion of the currency wluch con- 
sists of notes issued by the Bank of England. On looking over 
the monthly circulation of the Bank of England, given in the 
Table, No. 34, in the Appendix to the Beport of 1840, we 
observe, that the circulation of the months in which the public 
dividends are paid is higher than in the subsequent months. Thus, 
the average circulation of January is higher than that of Eebruary 
or March. The circulation of April is higher than that of May 
or June. The circulation of July is higher than that of August 
or September. And the circulation of October is higher than that 
of November or December. This, then, we may consider as one law 
of the circulation of the Bank of England — that it ebbs and flows 
four times in the year, in consequence of the payment of the 
quarterly dividends. This law does not apply to any other bank, as 
all the Government dividends are paid by the Bank of England. 

On inspecting the monthly returns of the country circulation 
for the last ten years, we find that the highest amount is in the 
month of April: thence it descends, and arrives at the lowest 
point by the end of August, which is the lowest point in the year. 
It gradually increases to November; a slight leaction takes place 
in December; but it then advances until it reaches the highest 
point in April. The general law is, that the country circulation 
always makes one circuit in the year — being at its lowest point in 
August, and advancing to December, and continuing to advance 
to its highest point in the month of April, and then again de- 
scending to its lowest point in August. 

In Scotland the lowest point of the circulation is in March 
and the highest in November. The advance, however, between 
these two points is not uniform — for the highest of the interven- 
ing months is May, after which there is a slight reaction; but it 
increases a^ain until November, and falls off in December. The 
reason of the great increase in May and November is, that these 
are the seasons of making payments. The interest due on mort- 
gages is then settled, annuities are then paid, the country people 
usually take the interest on their deposit receipts, and the servants 
receive their wages. There are frequently large sums transferred 
by way of mortgage. It is the custom of Scotland to settle all 
transactions, large as well as small, by bank notes— not by cheques 
on bankers, as in London. It is remarkable that these monthly 
variations occur uniformly every year, while the amount of the 
circulation in the corresponding months of different years under- 
goes comparatively very little cnange. 

From what we have already said of the laws of the currency, 
those of our readers who are acquainted with Ireland will be able 
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the commencement of the cattle and bacon trade. Then it rises 
rapidly till it reaches its highest point in January, and then 
gradually declines. As an agricultural country, we should natu- 
rally expect that during the season of increase the circulation 
would expand most in the rural districts ; and so we find that 
the circulation of the Bank of Ireland in Dublin, expands very 
moderately — that of her branches, which are locatea chiefly in 
large towns, expands more — wliile the circulation of the joint- 
stock banks, which are located in the agricultural districts, 
receives the largest increase. Again, the purchases and sales of 
agricultural produce are known to bo in small amounts; and 
hence the notes of the smallest denomination receive the largest 
relative increase. The annual changes of the Irish eirculation 
are governed chiefly by the produce of the harvest, and the prices 
of agricultural products. These are the laws of the circulation 
of Ireland. 


SECTION V. 

SERIES OF REASONINGS. 

WE'shall in this section give some further illustrations 
of the principles of reasoning, taken from the author s 
writings on banking. 

1. — The Progress op Joint-Stock Banking. 

On looking back upon the progress of joint-stock banking in 
England, we feel abundant reason to be satisfied. If the oiffi- 
culties against which the system had to contend be taken into 
consideration, this rapid progress of joint-stock banking affords 
much ground for congratulation. Not only had it to contend 
against the united influence of the present bpkers — the powerful 
rivalry of the Bank of England — the intricacy and the uncer- 
tainty of the law— but it had also to contend against the indif- 
ference of the public mind. Those persons who oppose joint- 
stock banks are quite right in saying that they were not called 
for by the voice of the country. They were called into existence 
by the act of an enlightened government, who took advantage of 
the opportunity of passing the law at a moment when a national 
convulsion had paralysed the energies of those parties who, on 
any other occasion, might have successfully resisted its introduc- 
tion. But for several years after the law had passed, joint-stock 
banking made but slow progress. Englishmen are the slaves of 
habit, and hence the apostles of the principles of joint-stock 
banking found the mass of the population bowed down in super- 
stitious homage to those idols of gold, of silver, of wood, and of 
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brass, wliicli were raised before their eyes in the persons of the 
private bankers. It is, however, a good trait in the character of 
our countrymen that they are attached to established institutions ; 
and in proportion as the principles of joint-stock banking have been 
tardily received, in such proportion will be the tenacity with 
which they will be held when they are once understood. 

Of the future progress of joint-stock banking there can be no 
doubt whatever. Without alluding to the security they afford t o 
the public, or the advantages they yield to their shareholders, the 
whole chapter of accidents is in their favour. Private bankers 
may become poor, and fail ; or th|y may get ricli, and retire ; or, 
if they neither fail nor retire, they will certainly die ; their sons 
may not have the discretion, or the good fortune of their parents ; 
or they may be too wealthy to attend to their business. From 
these and other causes, the private banks must be diminished. 
Indeed, so much does a private bank depend upon the personal 
character of the banker, that there are very few country banks 
in existence which were not formed within the recollection of 
the present generation. Now, a joint-stock bank possesses tin’s 
peculiar property, that it never dies. Its influence consists in 
the power of association, and after it has been established a few 
years, it depends but little upon the exertion of individuals. A 
manager or a director may die ; his place is immediately filled 
up, and the public are hardly conscious of the change. And let 
it be observed that the place of every private bank that fails is 
immediately filled up by the branch of a joint-stock bank ; and 
if a joint-stock bank stop payment, its place is not supplied by a 
new private bank, but by the branch of some other joint-stock 
bank. Several instances of this kind have already occurred. 

We have, therefore, no apprehensions that any measures which 
the legislature may enact will have the effect of permanently ar- 
resting the progress of joint-stock banking. In defiance of all 
legislation, the thinking portion of the community will place 
their money in those banks which experience has pointed out as 
being the most secure. The prevention of abuses will not 
weaken the banks, but will add to their respectability. The 
cheapness of money will increase the profits, and consequently 
the strength of those that are established in the manufacturing 
districts. Their high dividends will invite the investments of 
the capit^st, while their increasing influence, arising from their 
large capital and their numerous proprietary, will deter any admi- 
nistration from hazarding its own existence by engaging in a 
wanton crusade against them. 

The banks have only to persevere in the same prudent line of 
conduct they have hitherto pursued. Let them not be too 
anxious to extend their business beyond their means : let them 
not be tempted by the low rate of interest to become dependent 
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for re-discount on the London money market : let them avoid 
every dead lock-up of capital; let tiiem be careful to escape 
losses, and the profits will come of themselves. By adopting 
this prudent course, and availing themselves quietly of every ad- 
vantage which events may throw in their way, they will gradually 
extend their power, their influence, and their usefulness, through 
every class of the community. 

2. — Deeds of Settlement. 

One of the topics to which the committee seem to have paid 
particular attention is the framing of the deeds of settlement. 

The deed of settlement is flic deed of partnership amongst 
the shareholders, and it settles the constitution of the company. 
It fixes the amount of the capital, the value of the shares, the 
number of the directors, the nature of the business to be carried 
on, and a variety of other matters connected with the operations 
of the bank. The provisions of the deed are usually subjects of 
discussion between the directors and the solicitors. It is then 
submitted to the inspection of some eminent barrister, and 
afterwards signed by the shareholders. Those that we have seen 
are for the most part very creditable to both the banking and the 
legal knowledge of the gentlemen who have been engaged in 
their construction. 

With reference to this subject the committee state : — 

The law does not require that the deed of settlement shall 
be considered or*" revised by any competent authority whatever, 
and no precaution is taken to enforce the insertion in such deeds 
of clauses the most obvious and necessary.” 

We may infer from this that the committees are of opinion 
that the deeds of settlement of joint-stock banks ought to be 
submitted to some persons appointed by Parliament, and that 
certain clauses, which are deemed to be '‘obvious and neces- 
sary,” should be inserted, by legal authority. 

To this principle generally we should not object, provided it 
were not rendered practically annoying or injurious to the banks. 
We would as willingly submit a deed of settlement to a barrister 
appointed by Parliament, as to a barrister not appointed by Par- 
liament; nor do we see the inconvenience ol requiring that 
certain clauses, such, for instance, as are to prevent the company 
from carrying on any business but that of banking — should be 
legally required to be inserted in every deed of settlement. It 
would be desirable, however, that all such clauses should be 
declared and fixed by Act of Parliament. A barrister ought not to 
have the power of deciding what clauses are “obvious and 
necessary:” his duty should be merely to see that the provisions 
of the Act of Parliament had been fully complied with. We 
think that the inspection of the deeds of settlement of all the 
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joint-stock banks in the kingdom by some able barrister appointed 
by government might lead to valuable results. It would produce 
greater uniformity amongst those important instruments : and it 
might lead to the incorporation of new provisions in some deeds, 
and to the omission of injurious ones in others : it might prevent 
improper clauses from being introduced by the ignorance or 
selfishness of individuals ; and it might also prevent the necessity, 
which now so frequently occurs, of making alterations in deeds 
to meet unforeseen and unexpected circumstances. Nothing but 
a very strong case can warrant the alteration of a deed. If a 
company once consents to make an alteration in this instrument, 
it establishes a precedent for every shareholder to propose other 
changes, and hence there is no longer any certainty as to the 
constitution of the company. 

We have seen some deeds in which there are provisions re- 
ferring to matters rather too minute. They prescribe the way 
in which the books are to be kept, the accounts audited, and 
balance sheets prepared. These provisions are intended to act 
as a check upon fraudulent directors or managers. But nothing 
can be more futile. It is the height of folly to suppose that any 
deed of settlement can shelter a bank against the effects of igno- 
rance or fraud in its management. It is folly to sit down and 
cogitate upon all the various ways in which a bank may be robbed, 
and then to suppose that, by some legal enactment, or by the 
insertion of some clause in the deed of settlement these frauds 
may be prevented. The legislature cannot protect parties who are 
indifferent to their own interests. If the shareholders appoint 
improper persons as directors they must take the consequences. 
Here legislators are likely to err. Every man attaches importance 
to his own profession, and legislators fancy that they can cure all 
the evils of the body politic by legislation. When a body of mer- 
chants once waited upon a prime minister of France, he asked them 
in what way he could most effectually serve them : they replied, 
“ My lord, let us alone.” There are many things connected with 
joint-stock banks which the legislature had better “let alone.” 
Still we must acknowledge that although deeds of settlement can- 
not protect a bank against ignorant or fraudulent management, 
they may be so constructed as to increase the difficulties of such 
practices being carried on. 

It is a duty incumbent on every bank to get its deed of settle- 
ment signed as soon as possible. It may be questioned whether 
any bank should be allowed to commence business until this is 
done. It is true that every shareholder who has contributed any 
portion of the capital, and whose name is registered at* the 
Stamp- office, is legally answerable to the whole extent of his 
property for all the debts of the bank. But it is equally true 
that until the deed is signed, the partners cannot take any pro- 
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ccedings grounded upon the provisions of the deed. For instance, 
a company cannot forfeit the shares of those partners who refuse 
to pay up any further calls : and it is doubtful whether in such a 
case the company would have a lien upon the shares of a partner 
who was in its debt. Other inconveniences might be pointed 
out, and, as recent facts have shown how ready people are to 
take a fraudulent advantage of the defective state of the law, we 
strenuously advise all new companies to get their deeds signed as 
soon as possible, especially by those shareholders with whom 
they arc likely to have monetary transactions. 

3.— Paid-up Capital. 

It must be admitted that these are two very important ques«» 
tions — What amount of capital ought a bank to possess ? and. 
What portion of that amount ought to be paid up before the 
commencement of business? We doubt, however, if questions of 
this kind can be satisfactorily decided by the legislature. The 
amount of capital required by a bank must depend upon a variety 
of circumstances. Banks in large cities, for instance, require 
more capital than banks in agricultural districts ; and banks that 
have many branches require generally more capital than those 
that have no branches. We are ourselves frienaly to large paid- 
up capitals ; not only because thev inspire more confidence on the 
part of the public, but because they render the bank better able 
to cope with any unforeseen difficulties that may arise in the 
money-market : and of this we are quite sure, that if the joint- 
stock banks are desirous of putting themselves in a perfectly inde- 
pendent position with regard to the Bank of England, it can only 
lie done by means of large paid-up capitals. We are fully aware, 
at the same time, that tnere is an evil in a bank having too large 
a capital. In this case, the bank liaving more money than it can 
employ in the ordinary course of its business, is under a tempta- 
tion to advance loans upon dead or doubtful security, in order to 
find employment for its funds : or it may engage in speculations 
in railway or other companies, and thus sustain heavy losses. 
But we believe there are still greater risks attending too small 
a capital. In this case the bank obtains a less portion of public 
confidence, it is less able to afford legitimate assistance to its cus- 
tomers, and, in adverse times, it is in danger of being overwhelmed 
by monetary tempests. But what amount of capital is too much 
or too little, must, as we have already observed, depend upon circum- 
stances. It is always best, however, to be on tne safe side. 

But, although we cannot fix upon any absolute sum as the 
proper amount of capital for a bank to possess, we think we 
can suggest one or two criteria by which an accurate judgment 
may be formed on this important point. 

One of these is the rate of dividend. We have always con- 
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sidered that a very high rate of dividend is a proof that the bank 
is carrying on a large business with a disproportionate capital ; or 
else, that it is acquiring profits by other means than legitimate 
banking. The growth of a bank is like the growth of a (mild ; it 
must have its infancy, its youth, and its manhood. When a 
young bank declares a hign dividend it shows a precocity of 
growth that augurs badly for its future strength. A new bank can- 
not jump at once into a large and profitable business. Those great 
banking establishments that exist in London, and elsewhere, are 
the results of the accumulated strength of many years* duration. 

Another criterion is the extent to which a bank is obliged to 
have recourse to the re-discount of its bills. We are not un- 
friendly to the system of re-discount. We are satisfied that in 
many cases it is necessary and proper for a bank occasionally to 
adopt it ; and that it facilitates the profitable employment in one 
district of the superabundant capital of another. But if a bank 
has throughout the year a greater amount of bills under re-discount 
than the amount of its paid-up capital ; if it be so dependent upon 
this system that it could not abandon it without either stopping 
payment, or ruining its customers, then we say that such a bank 
does not possess a sufficient amount of paid-up capital. If it be 
necessary to make some exceptions to this rule in regard to 
a few banks situated in manufacturing districts, where certain 
modes of transacting business have become too firmly established 
to be speedily changed, let it be recollected that these exceptions 
do not invalidate the rule itself. 

The second point mentioned by the committee, — viz., the amount 
of capital to be paid up before the commencement of business — 
is also one of considerable difficulty. We may observe that the 
country is in a state fof transition ; it is passing from private 
banking to joint-stock banking, and hence a joint-stock bank may 
feel justified in commencing Wsiness with a capital dispropor- 
tionate to the extent of business it may hope to acquire. It should, 
however, always possess the means of increasing its capital com- 
mensurate with its wants. A bank increases its capital in two 
ways— first, by the issue of more shares, and, secondly, by making 
further calls upon its shareholders. We are of opinion that the 
former should never be calculated upon as a means of increasing 
the bank’s capital, since the taking of these shares must always 
be optional with the public, and unless they should be at a premium 
the public will not take them at all. On the other hand, it is 
desirable that a bank should continue to issue shares as its business 
increases, for by this means its resources are increased, and there 
is a more ample guarantee for its obligations; but a bank should 
never incur engagements in reliance upon funds to be raised by 
a future issue of its shares. The mode of increasing the capital 
of a bank by a further call upon the proprietors is the most 
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legitimate way. To be able to do this, however, the nominal value 
of the shares must be greater than the sum paid up, and hence 
we think the prejudice which the committee seemed to have 
entertained against a nominal capital is unfounded. A nominal 
capital confers upon the directors the power of calling up a further 
extent of real capital. What reasonable objection can there be 
to their having such a power ? If further capital be wanted, this 
power will be exercised ; and if further capital be not wanted, it 
will not be called for. Will it be contended that if capital should 
be wanted, it ought not to be advanced ? 

It has been intimated that the committee will recommend a 
minimum of paid-up capital : that no bank shall have less than 
a certain amount, say 100,000/. Should this measure be adopted, 
some of our smaller joint-stock banks would probably merge in 
other establishments, and become branches of larger banks ; hence 
we should have fewer banks and more branches. But while the 
committee entertain this aversion to small banks, they seem to be 
equally unfriendly to the extension of branches. Now if all our 
banks are to have large capitals and no branches, how can the 
smaller towns and villages have any banks at all? Would it be 
worth while to raise a large capital for the purpose of establishing 
a bank in a place where tliere is but little banking business ? We 
shall be anxious to see what measures the committee wiU suggest, 
but we feel conlidcnt that Parliament will never pass any law that 
shall seriously affect the prosperity of joint-stock banks. 

4. — Surplus Punus. 

A foreign writer has observed that there are three things which 
Englishmen imagine they understand by intuition, without taking 
the trouble to study them ; the first is politics, the second, med^ 
cine, the third, the art of mending a dull fire. To these ought to 
be added, banking. Every one fancies that he understands bank- 
ing, as if it were born with him, or as if it ran in the blood, 
Editors of newspapers, professors of political economy, and mem- 
bers of Parliament, all discuss the most difiicult and the most 
])ractical questions in banking, without the least suspicion that 
their own want of experience is any impediment to the most 
profound knowledge of the subject. ^ Thus the parliamentary 
committee of 1836 thought proper to give minute instructions to 
the directors and managers of the 50 int-stock banks, as to the 
best way of conducting their establishments. Amongst other 
things, the committee advised the directors and managers of 
banks of issue to follow the example of the Bank of England, by 
regulating their issues according to the foreign exchanges— that 
is, to issue notes freely when money happened to be already 
abundant, and to restrict their issues in times of scarcity ana 
distress. We intend shortly to show the practical operation of 
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this sagacious advice; but for the present we will confine our- 
selves to another equally wise observation made by the committee. 

“ The law does not provide that the guarantee fund shall be kept 
apart, and invested in government or other securities.” 

Of course not ; what portion of the funds of a bank should be 
invested in government securities, is a question of practical 
management with whicli the law has nothing whatever to do. 
Suppose the inquiry had referred to insurance companies, or to 
^as companies, what should we think of such observations as the 
following ; — “ The law does not require that different tables should 
be used for male and female lives “ The law does not prescribe 
what quantity of coals should be used to produce a thousand feet 
of gas.” All that the law has to do is to prevent the banks from 
robbing the public, and to prevent the public from robbing the 
banks. Their internal operations cannot be made a subject of 
legislation. But the committee seem to have supposed that they 
could draw up a code of laws which should be sufficiently “ strin- 
gent” to ensure the good government of the banks, without 
requiring, on the part of those who are entrusted with the 
management of these establishments, any knowledge, experience, 
or even integrity. In fact, the committee seem to have thought 
that a bank could be made to work like a piece of machinery, and 
must be made amenable to similar mechanical laws. 

In the quotation we have given, the committee afford conclusive 
evidence of their deficiency in practical knowledge of the subject. 
The joint-stock banks do not generally divide amongst tneir 
proprietors the whole of their profits : a certain part is usually set 
aside to meet any contingencies, so that, should there be a 
falling off in the profits of any future year, this fund might be 
rendered available to secure the same rate of dividend. The 
wisdom of this course is obvious. By securing a uniformity of 
dividend, they produce a uniformity of price to their shares, and 
thus gambling transactions in their stock are effectually prevented. 
Some banks call this a “ surplus fund,” some a reserved fund,” 
and some a “guarantee fund.” The term “guarantee” led the 
committee to suppose that this fund was intended as a guarantee 
to the public for the debts of the banks. Such an idea was 
ridiculous. The guarantee to the public comprises all the funds 
of the bank, including the whole paid-up capital, and also the 
liability of the proprietors. There is, therefore, not the slightest 
shadow of a reason for keeping apart this guarantee fund, or in- 
vesting it separately in government or other securities. 

This brings us to the consideration of a subject of considerable 
consequence, upon which we think it right to bestow a few obser** 
vations. 

There is no point of more importance in the practical govern- 
ment of a bank than the right employment of its funds. The 
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funds of a bank consist of two parts : — first, the capital paid up 
by the shareholders — this, for the sake of distinction, may be 
called the real capital ; second, the capital created by the bank in 
the course of its business, consisting of the deposits lodged by its 
customers, and the amount of notes or bills it may have in circu- 
lation — this may be called the banking capital. The funds thus 
l aiscd are used chiefly in discounting bills, or advancing tempo- 
rary loans to its customers ; but it would not be proper that the 
whole of its funds should be thus employed. A portion should 
be placed in a more convertible form, so that if its deposits should 
be suddenly withdrawn, or payment demanded of its notes, the 
bank might be able to meet this demand immediately^ without 
waiting to re-discount its bills, or call up its loans. A bank which 
is in this condition is in a sound and healthy state. 

Two questions are here forced upon our consideration. In what 
way can this convertible portion of the funds of a bank be most 
advantageously invested ? — and what portion of the funds ought 
to be thus employed ? In reply to the first question we must 
answer, Exchequer bills, or government stock ; and, although we 
are aware of the objections that may be made against such invest- 
ments upon the ground that they yield but little interest, and that 
they are liable to a fall in price which may occasion considerable 
loss ; yet we cannot withhold our opinion that every well regulated 
bank should possess securities of this description. With regard 
to the scconcf question — what portion of the funds should be thus 
invested ? — we confess we are unable to give any general answer. 
This must be left to the discretionof the directors and the managers, 
who will, of course, regulate their proceedings by the individual 
circumstances of their own bank, always recollecting that the 
provision to be reserved must be in proportion to the magnitude 
of the claims that may be made upon them, and the suddenness 
with which those claims may be advanced. Recent experience has 
shown that bills of exchange, even of the first character, are but 
a poor provision to meet the attacks of panic, and that indirect 
bills — i.e. bills drawn on country parties, but made payable in 
London— are no provision at all. The Bank of England can, 
whenever she pleases, drive all such bills out of the market. 

It occurs to us that government might issue Exchequer bills, 
or debentures, for the express use of the banks, at a rate of 
interest equiv^ent to what would be yielded by the public funds. 
By this means the objection to such investments would be obviated. 
The banks would most readily make such investments, if there 
were no risk of loss from the falling of the price. But were the 
legislature to require the joint-stock banks to invest a portion of 
their capital in the public funds, and at the same time not guaran-' 
tee them against loss in so doing, it would amount to but little 
better than an act of conGseation. 
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5. — ^Banking Liberality. 

One of»the most dangerous virtues that a banker can possess 
is that of liberality. Half the private banks that have failed 
have failed through their liberality ; and it is one advantage of 
the joint-stock banking system that the mode of transacting 
business forms a check upon injudicious liberality. 

We have called liberality a banking virtue, and so it is. It is 
a virtue when a banker assists a worthy young man just com- 
mencing business, and, upon the ground of his good character, 
gives him a higher degree of accommodation than his small capital 
would warrant. It is a virtue when the banker assists a trades- 
man suddenly overcome by unexpected misfortune, and by timely 
aid enables him to weather the storm. It is a virtue when, by, 
reasonable and temporary advances, the banker enables his cus- 
tomer to avail himself of favourable opportunities of making 
purchases, or in times of depression assists liim to hold over his 
slock till the return of more favourable seasons. 

But we say it is a dangerous virtue — a virtue liable to be 
abused and to be productive of disastrous results. It is an abuse 
of liberality for a Danker to discount for his customers bills drawn 
upon irresponsible parties, or which do not arise out of commer- 
cial transactions. It is an abuse of liberality for a banker to 
supply a tradesman with capital to carry on his business, and to 
make large and permanent loans upon doubtful security. It is an 
abuse of liberality for a banker to assist his customer with money 
to engage in wild speculations — to monopolise a market, or to 
frame companies to carry on new projects. 

Nevertheless, liberality is a popular virtue — a banker does not 
like to be called illiberal — and to say that a banker is illiberal 
usually implies a reflection. We believe, however, that in most 
cases, if the circumstances were known, this censure would be 
found to be the highest commendation. These charges are usually- 
made by persons who have not been able to obtain from their 
banker the advances they desired, and are most frequently and 
most loudly made on the eve of a bankruptcy. When a swindler 
is baulked in his efforts, he complains of beinff injured. 

It should be remembered that these complaints are made only 
W one class of the banker’s customers — the class of borrowers. 
The class of depositors who lodge their money in their banker’s 
hands make no complaint of this sort. They would more readily 
pUce their money with a banker who is known to be prudent and 
cautious in lending it out, than with one remarkable for indis- 
criminate liberality. If a private banker be liberal, it is usually 
at the [expense of his creditors ; and if a joint-stock bank be 
liberal, it is at the expense of their shareholders. 

^ In the evidence given before the parliamentary committee in 
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1832, it was stated that the joint-stock banks did not give so 
much accommodation to the public as the private bankers. We 
believe this is the fact, and we hope it is the fact. Qne great 
advantage that joint-stock banks have over private banks is, that 
there arc more checks against imprudent advances. A private 
hanker makes advances from personal attachment ; but in a joint- 
stock bank, the private attachment of any director, should it 
exist, would be counteracted by the other directors. A private 
banker makes advances sometimes, because he is placed in a 
delicate position, and does not like to refuse. But in a joint- 
stock bank the odium of the refusal falls upon a body, and there- 
fore hurts not any individual. A private banker is tempted to 
make advances by the hi^ rate of interest and the large com- 
mission he shall obtain. But this consideration would have little 
weight with a board of directors, for their share of the profits is 
small, and a heavy loss would bring them into disrepute with the 
shareholders. 

We think it the more necessary to warn the joint-stock banks 
against the dangers of liberality, because, at the present time, 
they ha\x all an abundance of money, and the public securities 
yield but a low rate of interest. Hence, to get a high rate of 
interest, a banker is sometimes tempted to hazard tlie principal, 
or to lock it up on inconvertible security. But the banks should 
]iever forget that every security upon which any money is ad- 
vanced should have these two Qualities — it should be absolutely 
safe, and immediately convertible. The manager or director who 
has need to be told that a bank ought not to lock up its funds in 
advances upon inconvertible security, should be told, at the same 
time, that he is fit for any other employment rather than that of 
a banker. 

6. — Responsibility op Public Companies. 

Our present argument stands thus : — ^Tlie Righteous Governor 
of the world must reward the good and punish the wicked, whether 
those actions are performed by public bodies, or private individuals. 
But the public companies who now perform good or evil actions 
will not exist in a future world. Therefore public companies must 
be rewarded or punished in the present world. The only way of 
resisting this argument is either to maintain that public companies 
are not moral agents, and therefore not responsible for their good 
or evil actions, or that they will exist in a future world. The 
former part of the alternative we think we have sufficiently re- 
futed— the latter is too wild to need refutation. AU the promisings 
and, threatenings of Scripture made to nations or other bodies of 
men have a reference to the present world, as it is only in the. 
present world that such collective bodies can, in their corporate, 
capacity, be either punished or rewarded. 



PART IV. 


THE APPLICATION OP REASONING TO THE ART ANB THE 
, SCIENCE OF BANKING. 

Having stated in the preceding parts of this work some 
of the Principles of Reasoning, and given illustrations of 
them from our writings on Banking, we shall now con- 
sider the application of Reasoning to the Art and the 
Science of Banking. This part of our work will consist 
of five sections. Our first section will be upon Banking as 
an Art. Our second section will be upon Banking as a 
Science. The third section will be upon those mental 
operations that take place previous to reasoning, and their 
reference to Banking. In the fourth section we shall 
consider Mathematical and Moral Reasoning in reference 
to Banking. And in the fifth section we shall consider 
Inductive and Deductive Reasoning in reference to Banking. 


SECTION 1. 

OF BANKING AS AN ART. 

Science denotes knowledge ; art denotes practice. Sci- 
ence consists in the investigation of causes and principles, 
with a view to the discovery of general rules. Art consists 
in the application of those rules to practical purposes. 
Although it is the province of a science to frame rules 
for the practice of the art, yet in the order of time the 
art existed before the science. The existence of the art 
led to the study of the science, and then the cultivation 
of the science led to the improvement of the art. Build- 
ing is an art ; architecture is a science. Seamanship i^ 
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an art; navigation is a science. When the art and the 
science are thus denoted bj different words, the distinction 
is not attended with much difficulty. But in some 
branches of knowledge the same word denotes both the 
art and the science ; and it is not always easy to define 
the exact boundary between the two. Such is the case 
with banking. We have said that the art existed before 
the science. We will therefore begin with the art, and 
in the present section we shall specify the chief operations, 
which as wo conceive are included in the Art of Banking, 
and illustrate them by extracts from our own writings. 

1. Banking as an Art includes the formation of the bank 
and the preparation of the deed of copartnership. 

When any persons propose to form a joint-stock bank in any 
district, they procure the statistical returns of tlie district ; such 
as the tables of the population — the exports and imports — the 
duties paid — the returns of the sales in the various markets — and 
every other information respecting the trade and wealth of the 
district. If these prove satisfactory, they take notice of the 
banks already establislied there, and observe whether they are 
joint-stock banks or private banks — whether strong or weak — 
and whether likely to oppose or to join any new establishment. If 
the existing banks be joint-stock banks, the projectors procure 
from tlie Stamp-office a list of the shareholders, in' order to 
observe the strength of their proprietary, and whether they reside 
chiefly in the district. 

Having satisfied themselves that a new bank would be successful, 
the first document drawn up is a prospectus. This document 
usually sets forth the great advantage of joint-stock banking to 
both the public and the shareholders, and then points out the 
facilities of the district in which the bank is proposed to be esta- 
blished. 

Previous to issuing the prospectus, some leading persons in the 
district are requested to become members of a provisional com- 
mittee for the formation of the bank, and they obtain the assistance 
of an influential solicitor, to whose office the applications for 
shares are usually addressed. The committee tnen appoint a 
secretary, or sometimes the office of secretary is fillea by th^ 
solicitor. 

As the applications come in, they are entered in a book pre- 
pared for the purpose. In the first column is entered the date of 
the application ; then follow the name, profession, and residence 
of the applicant; then the number of shares applied for, and in 
a farther column the number of shares granted. After the com- 



BANKING AS AN ART. 


183 


mittee have determined what number of shares to allot to each 
applicant, letters are addressed to the respective parties, informing 
them of the number of shares allotted to' them. 

The next operation is the preparation of the deed of partner- 
ship. This is called the deed of Settlement, and must be signed 
by all the shareholders. It fixes the name of the bank — the 
places where business is to be carried on — and the denomina- 
tion and number of the shares. It regulates the appointment 
of directors — the qualifications of shareholders — and the mode of 
holding meetings, transferring shares, and making dividends. It 
alsd provides for the winding up of the affairs of the bank, in case 
it should not be successful. So many joint-stock banks have printed 
their deeds of settlement, that any new bank would find no diffi- 
culty in procuring a copy. All banks now introduce a clause, 
providing that if one-third or one-fourth of the paid-up capital be 
lost, the bank shall be dissolved ; and generally there is a clause 
authorizing any alteration of the deed by two successive meetings 
of the shareholders specially summoned for that purpose. 

2. Banking as an Art includes the selection of the 
general principles on which the bank is to be conducted. 

At the time the London and Westminster Bank was announced, 
it was contended by the advocates of the previous system, that 
the principles of joint-stock banking were wholly inapplicable to 
the wants and habits of the population of London. Had the 
founders of this bank possessed zeal without discretion, they 
would probably have disregarded the peculiarities of the field of 
tlieir operations, and have adopted entirely the system of banking 
so long acted upon in Scotland. They seem, however, to have 
combined the enlightened views of statesmen with the caution 
and practical knowledge of men of business. Hence, they fol- 
lowed or discarded the principles of Scotch banking, according 
as they found them adapted, or otherwise, to the local circum- 
stances of the London population. They seemed not so anxious 
to introduce a new system of banking as to guard against the 
imperfections of the one previously in existence. From the ori- 
ginal prospectus and other documents issued by the company, we 
learn that the following principles were those ultimately adopted. 

That the bank should consist of an unlimited number of part- 
ners. This is essential to its character as a joint-stoqk bank. 
It was ascertained that within the previous twenty years about 
twenty private banking houses had stopped payment in London— 
that by most of these failures the public had sustained consi- 
derable losses, and that great difficulties and embarrassments bad 
been occasioned by the interruption to business, and the want of 
confidence whicli these failures had occasioned. A bank, com- 
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posed of several hundred partners, all of whose property would 
be answerable for its obligations to the public, seemed the most 
effectual way of preventing the recurrence of these evils. To 
show the strength of the company, and the extent of the confi- 
dence to which they are entitled, a list of the shareholders is 
published with the annual report of the directors. Since the Act 
of 1844, these names have tdso been published at the commence- 
ment of each year in a supplement to the London Gazette. 

A second principle adopted was, that the bank should have a 
large paid-up capital. 

it was observed that the London bankers did not carry on 
business with their own capital, but merely upon their credit : 
they were supposed to be men of property, and, in some cases, 
this supposition constituted the whole of their working capital. 
Hence, in some instances, London bankers had stopped payment 
who were perfectly solvent ; but their property was not engaged 
in their business, and could not suddenly be realized to pay their 
debts. To obviate these inconveniences — to be prepared at all 
times for a withdrawal of its deposits— to be able to give ade- 
quate accommodation to its customers — and to support public 
confidence in seasons of extreme pressure, a large paia-up capital 
was deemed requisite. No idea seems to have been entertained 
of remaining satisfied with a small capital in order to pay larger 
dividends. The directors do not appear to have regarded them- 
selves as mere agents, employed to obtain the most rapid return 
for a sum of money ; but they acted as the founders of an esta- 
blishment destined to take a high rank among the national insti- 
tutions of the country. The capital of the bank was fixed at 
6,000,000/. sterling, divided into 50,000 shares of 100/. each. 
All these shares are in the hands of the partners, and the paid-up 
capital of the bank is thus 1,000,000/., with a power in the 
directors of calling up an additional sum of 4,000,000/. sterling. 

The last principle we shall mention as adopted by the London 
and Westminster Bank, is the system of branches. 

This system, to the extent to which it is now carried, does not 
seem to have been contemplated by the original founders of the 
bank. The first prospectus announced merely that a bank would 
be established in the City, with a branch at the West-end of the 
town. But a power to establish other branches was inserted in 
the deed of settlement, and it was soon observed that from the 
increasing extent and business of London, there were districts 
which were inadequately supplied with banking accommodation. 
In these districts the inhabitants were compelled either to forego 
all banking facilities, or to submit to the inconvenience of keeping 
their account with a bank at a distance from their habitation. 
It was to meet the public wants, more, perhaps, than with any 
sanguine expectation of reaping any large amount of immediate 
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profit, that the directors extended their branches. Peradventure, 
too, it was feared that unless the London and Westminster Bank 
occupied these districts, the inhabitants might be induced to form 
among themselves small joint-stock banks with inadequate capital, 
and thus have impaired the respectability of the system. In one 
instance this in fact actually occurred. The mode of conducting 
business is the same at the branches as at the City -office. A 
customer’s cheque can be paid only at the branch on which it is 
drawn, but he may have money placed to his credit with that 
branch at any of the other establishments. Those country notes 
that arc made payable at the London and Westminster Bank, 
are, as matter of courtesy, paid at any of the branches. Each 
branch makes both daily and weekly returns of its transactions, 
which are laid before the directors; and the affairs of all the 
branches are subjected to the personal inspection of the general 
manager ; at the same time all the arrangements tend to localize 
the branches so as to give them as much as possible the character 
of independent banks. The managers are selected for their 
experience in banking, and they give immediate replies to the 
inquiries of both their customers and the public. They are ready 
to afford every facility to the parochial and other authorities, in 
conducting the financial arrangements of the districts. They 
allow the same rate of interest on deposits which is allowed at 
the City-office ; and in making advances or discounts they are 
not restricted to the amount which their own funds can supply. 
Thus each district has, in a branch bank, all the advantages that 
could be derived from an independent local bank, combined with 
the additional security and accommodation to be obtained from 
a more extended and wealthy establishment. 

3. Banking as an Art includes the announcement of 
the terui3 of transacting business with the public : — 

It was observed that the London private banks were adapted 
only for the rich. An indispensable condition of having an ac- 
count was that a certain sum should be kept unproductive in the 
banker’s hands. Thus the middle class of society, who had the 
means of employing the whole of their capital in their respective 
occupations, were altogether excluded from the advantages of 
banking. To remedy this defect, the London and Westminster 
Bank determined to open accounts with persons who had not the 
means of keeping large balances unemployed, but who were willing 
to pay the bank a small commission for conducting their accounts. 
The principle of commission is not practised in Scotland with 
regard to current accounts, as the banKs look for payment chiefly 
by the issue of their notes. In this country the principle is 
adopted in the provinces, and even by the London bankers in 
regard to their country accounts. The application of this prin- 
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ciple to London accounts, was an improvement introduced by tbe 
London and Westminster Bank, ana it brought the advantages 
and conveniences of banking within the grasp of a large class of 
the community to whom they were previously denied. The ex- 
pense of keeping a banking account was also reduced by the 
prohibition of presents or Christmas-boxes to the clerks. Al- 
though the system of Christmas-boxes is sanctioned by the Bank 
of England,* as well as by the private bankers, it is, we consider, 
a practice more honoured in the breach than in the observance. 
Whether these presents are regarded as taxes upon the customers, 
or as charitable donations to the clerks, they were deemed to be 
equally objectionable. 

A further attempt was made to popularize the system of banking 
in London, by allowing interest upon small sums of money lodged 
on deposit receipts. All the witnesses examined before the Par- 
liamentary Committees of 1826 had borne* testimony as to the 
beneficial effects of this system in Scotland. And although the 
London and Westminster Bank, not being a bank of issue, could 
not regard these small deposits as an instrument of increasing its 
circulation of notes, yet it was thought that the system might be 
rendered a source of profit to tlie bank, and certainly an ad van* 
tage to the community. The savings banks could receive no 
more than 30/. from a depositor in each year, and only 150/. in 
the whole. Those parties who had further sums they wished to 
deposit in a place of security, upon the principle of receiving 
interest on the sums thus lodged, were provided with such a 
place in the London and Westminster Bank. ' Sums from 10/. to 
1,000/. are received on deposit, and interest allowed at a known 
rate, and they are at all times repayable upon demand without 
ndtice. 

The London and Westminster Bank have not adopted the 
system of cash credits as practised in Scotland. These credits 
are valued by the Scotch banks chiefly as an instrument for the 
issue of their notes; and it maybe questioned whether the system 
can be rendered a source of profit to a non-issuing bank without 
imposing heavy charges in the form of interest and commission 
upon the customers. 

While, however, the founders of the bank were thus regardful 
of the industrious classes of the community, they were not inat- 
tentive to the interests of the wealthy. Professional men, mer- 
chants, and gentlemen of fortune, have often large sums of money 
in their hands for a short time, awaiting favourable seasons of 
investment. For these sums the private bankers would allow no 
interest. The London and Westminster Bank determined to 
take temporary or permanent lodgments of sums of 1,000/. and 


In the year 1849 this practice was discontinued by the Bank of England. • 
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upwards, upon special agreement as to the rate of interest and 
time of repayment. The rate of interest is usually governed by 
the state of the money market, and the prineipal is repaid at 
a fixed time, or at a few days’ notice, as may be agreed upon. 
Parties may lodge money upon an interest account, who have no 
current account, and those who have current accounts may trans- 
fer any portion of their balance to an interest account; but the 
bank allows no interest on the balance of a current account. It 
is considered that a large portion of the fluctuating balance of a 
current account must be kept in the till to meet the daily cheques 
drawn by the customers; tliat the remainder must be investea in 
the most available, and therefore the least productive securities; 
and that considerable expense is incurred by books, cheques, 
salaries, &c. in conducting these accounts ; — and hence that the 
bank could not afford to grant any rate of interest which it would 
be worth while for the customers to receive. A person, therefore, 
may have two accounts — a current account and a deposit account. 
Upon one he receives interest — upon the other he receives none. 
The London and Westminster Bank think it better to keep these 
two accounts distinct, than to adopt any system of amalgamation. 

4. Banking as an Aii; includes the appointing of clerks, 
and the establishing of a proper system of book-keeping : — 

The distribution of the duties of the various clerks is a matter 
of no small importance. Experience is the only efficient guide 
in making such arrangements. We may, nevertheless, lay down 
a few general principles. The great division of the business of 
a bank office is into the cashiers’ department and the accountant’s 
department. In London banks there is a third — the tellers, or 
out-door department. In the distribution of duties, it is desk* 
able that the accountant s department should be a check upon 
the other departments. The cashiers must not have the control 
of the books, nor tlic accountants the care of the cash. The 
accountants’ books should show what amount of cash is in the 
hands of the cashiers; and it is the business of the cashiers to 
show that they have that amount of cash which corresponds with 
the accountant’s books. If the same officer has the care of the 
cash, and the command of the bookvS, he may abstract a portion 
of the cash, and alter the books to make them correspond. It 
is further desirable, in large establishments, that two books 
which act as a check upon one another, should not be kept by 
the same clerk. While it is not proper to indulge a spirit of 
suspicion in regard to individuals, it is advisable that the duties 
of a bank office should be so distributed that the intromissions 
of any one clerk, either bv the abstraction of cash or the falsifi* 
cation of the books, should be liable to immediate detection by 
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the entries in some book kept by another clerk. Tor the same 
reason, it is proper that any document issued to the public (such 
as deposit receipts, drafts on London, &c.) should be signed by 
two officers, of whom one should belong to the cash, and the other 
to the accountant’s department. There ought to be a complete 
division of labour in a bank. Every clerk should have fixed 
duties to perform, and every duty, liowever unimportant, should 
be assigned to some particular clerk. If anything is neglected, 
there should be no doubt as to who is to blame. No one should 
be able to say, “ It is was not my business ; it was yours.” 
Nor ought any duties to be assigned in common to two or three 
clerks, to be performed by them as each may find time. In this 
case, each will do as little as he can, and nothing will be done 
well. If any dispute arises among the clerks as to the due 
division of their labours, a reference should be made to the chief 
clerk, who will give to ‘each man his work, and hold him respon- 
sible for its proper performance. 

In all banks the junior clerks have lower salaries than the 
senior clerks. In Scotland, a clerk usually serves an apprentice- 
ship of three years, during which he receives but a small salary* 
This plan has been introduced into some of our country banks. 
In London it does not exist. In the private banks, a junior clerk 
usually commences with GO/, a-year, and a portion of the Christ- 
mas money. In the joint-stock banks, where no Christmas money 
is allowed, the commencing salary is usually 80/. But the rules 
of advance are various, and, indeed, must be so, depending as 
they do, upon the prosperity of the banks, and other contingent 
circumstances. One bank may assign a certain fixed annual in- 
crease to each clerk, whether he advance in rank or not. In 
this case, his salary will be regulated entirely by the number of 
his years of service. Another bank may have a fixed salary for 
each post, and a clerk has no increase of salary except when he 
takes a step in rank. Another bank may adopt a scale of salaries 
combining the principles of the other two. Eor instance, every 
post in the bank may have a fixed minimum salary. But each 
clerk holding a post for a certain period (say for five years) has 
an annual advance for that period. Then he stops, and receives 
no farther advance until he is promoted to the next post, where 
again he becomes entitled to the annual advances belonging to 
that post. We give no opinion as to the respective merit of 
these plans. But there is one principle we would enforce — that 
the salaries of the clerks should be regulated by the prosperity 
of the bank. If the bank is prosperous, the clerks ougnt to 
share in its prosperity ; and if the bank is unfortunate, the clerks 
must consent to share in its ill fortune. But, under any circum- 
stances, a scale of salaries is desirable. It prevents caprice on 
the part of the bank, and jealousy on the part of the clerks. 
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The araount of salary in each case should be fixed by rule, and 
not by favour. 

Most clerks will be more fitted for one ofiice than the other, 
and it is desirable that each clerk should be placed in the depart- 
ment for which he is best adapted. Where there is no peculiar 
adaptation, and where there is no marked difference among the 
clerks, the promotion should go according to seniority — not seni- 
ority in regard to age, but seniority according to the time they 
have been in the bank. But it will often happen, not only in the 
first, but also in subsequent steps of advancement, that tlie clerk 
who is entitled to a vacant post by length of service, is not so 
well qualified for it as (some of his juniors. But even in this 
case, the individual should not be passed over, if he can perform 
the duties with an average degree of efficiency. Should be, how- 
ever, be wholly unqualified, or fall below mediocrity in his quali- 
fications for the office, there should be no hesitation in promoting 
over him some other clerk better adapted for the office. As, 
however, all such cases will give rise to some suspicion of favour- 
itism, and as the party who is passed over is sure to think himself 
unfairly treated, it is desiraole that the clerk thus promoted 
should possess such a marked superiority over the other, that no 
doubt can exist of the justice and propriety of the arrangement. 

A good system of book-keeping cannot be too highly valued. 
Its object is not merely to secure accuracy of accounts between 
the bank and its customers. A further object is to classify and 
arrange all the transactions in such a w^ay as easily to produce a 
weekly balance-sheet, showing the actual condition of the bank. 
Nor must it be supposed that such abstracts or balance-sheets 
arc intended merely for the use of the directors. They are of 
the utmost use to the manager, and should be the subject of his 
constant study. A manager who, day after day, attends only to 
individual transactions, and that too, possibly in a state of mental 
excitement, may involve his bank in difficulty, even though each 
transaction may, upon its own ground, be perfectly justifiable, 
unless. he attends to those summaries and classifications of his 
transactions which are presented in the weekly balance-sheet. 
He will there see on one side the means of the bank, and on the 
other the way in which his funds are employed. He will notice 
if his loans, or overdrawn accounts, or past-due bills, are unduly 
increased. If a good system of book-keeping does not prevent 
a manager from going wrong, it will prevent his going wrong 
without knowing it. If he act unwisely, his balance-sheet will 
stare him in the face, and remind him of his faults. 

It is a great defect not to take an accurate estimate of the 
losses every half year before striking the balance of profit and 
loss. It is clear, that common sense and common honesty require 
that the loss should be taken into account as well as the profit. 
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Yet some of the banks that failed went on, year after year, exhi- 
biting a balance-sheet to their shareholders, showing a respectable 
profit, which enabled the directors to declare a fair dividend, and 
to make an addition to the reserved fund. While the annual 
balance-sheets thus showed a steady increase of profit, the bad 
debts had actually eaten uj) the whole of the capital. 

Another defect is, not to have an account in tlie general ledger, 
showing the amount of bills re-issued or re-discounted. The 
amount of these bills not due should appear on both sides of the 
account — on one side as a liability, and on the other as an asset. 
For want of doing so, some banks have not been able to aseertain 
easily what amount of bills they have had under re-discount. But it 
is important to know this. For it may be expected that, during 
a season of pressure, no small portion of these bills will be re- 
turned unpaid, and the bank must find funds to take up its in- 
dorsements. If they fail to do this, it amounts to a stoppage of 
payment. In fact, the amount of such bills suddenly returned 
has in some cases been the immediate cause of a bank stopping 
payment. 

*We have no horror of numerous branches. When we see that 
in Scotland the largest and most prosperous banks have each a 
large number of branches, we are led to believe that branches 
are not attended with any dangers which cannot be overcome by 
wise administration. At the same time, we are ready to admit, 
that numerous branches require a peculiar mode of government, 
and a rigid system of discipline. The chief ofiiccr of such a bank 
should be a good banker, and something more. He must be a 
good administrator ; that is, skilled in the administrative depart- 
ment of good government. 

In the first place, each branch mnst have a good system of 
book-keeping, and the system must be uniform at every branch. 
Secondly, Care should be taken to appoint efficient officers. 
Thirdly, A code of laws should be drawn up, and the branch 
manager should be distinctly informed as to the extent to which 
he may exercise his discretion, and what cases must be referred 
for the consideration of the directors. Fourthly, Weekly returns 
must be made to the head office of all the transactions, and a 
half-yearly balance-sheet attended with full supplementary details. 
Fifthly, Special reports should be occasionally required, as special 
circumstances may occur, either with reference to the branches 
generally, or with reference to a branch individually. Sixthly, 
An inspector should be appointed for the purpose of visiting the 
branches. His duties will be to explain the instructions of the 
directors, and to see that they are properly observed— to maintain 
a uniform system of transacting business at all the branches— to 
instruct the officers of the branch in their duties when necessary, 
and to communicate the knowledge he has acquired in visiting 
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the other branches — to answer any difficult or knotty questions 
that may be proposed to him by the manager, and to consult 
with the manager as to the best means of promoting the interests 
of the branch — to observe the talents and capabilities of the 
several officers, and to recommend for promotion any who seem 
to have qualities that might be usefully employed in a higher 
department in the bank. In large banks there are usually several 
inspectors. 

* Branches should always be kept in strict subordination to the 
head office. Prompt obedience to orders is a duty that must be 
rigidly enforced. The chairman of the Northern and Central Bank 
stated to the Parliamentary Committee, that at some of the 
branches where the heaviest losses had ocenrred, the managers 
had not obeyed the orders they had received from the directors. 
Similar accusations were made against some of the branch mana- 
gers of the Commercial Bank of England. It is quite impossible 
for any bank to be well administered as a whole if every branch 
is allowed to exercise an independent authority. Upon this 
CTOund, some parties object altogether to the appointment of 
local directors at the branches. A local board, consisting of the 
branch directors and the manager, are more likely than the mana- 
ger alone to assume independent authority — to postpone carrying 
out the directions they may receive from head-quarters — and to 
take upon themselves the responsibility of acting somewhat at 
variance with the strict letter of their instructions. And al- 
though local directors may sometimes be useful in extending the 
connexions of the bank, or in aiding the managers with information 
or advice, yet, for the above or other reasons, they are now in 
England but very seldom appointed. The branch is under the 
sole care of a manager. The general manager of the bank is 
not merely the manager of the head office, but has authority also 
over all the branches. Whenever necessary or expedient, he 
issues circular letters of instruction to the branch managers, and 
these instructions the branch managers are expected to obey. 

5. Banking as an Aii; includes the taking of means to 
ascertain the character of the customers of the bank. 

A banker will exercise due caution in taking new accounts. 
He will expect the new customer to be introduced by some person 
to whom he is personally known. The more respectable the in- 
troducer, the higher opinion will the banker entertain of the party 
introduced. If a party apply to open an account without such an 
introduction, he is asked to give references to some well-known 
houses. He is expected to state to the banker the kind of busi- 
ness in which he is engaged, and the extent of accommodation, 
if any, that he is likely to require. He will state the kind and 
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character of the bills he will have to offer to discount, and men- 
tion any peculiarity in his business or circumstances that may 
occasionally require especial consideration. It is a great folly in 
a party opening an account, to make any representation that will 
not afterwards turn out to be correct. Every banker is anxious 
to avoid taking shabby accounts; and especially such as are opened 
for the purposes of fraud, or to obtain a fictitious credit, or to 
get undue accommodation. It is considered to be not advisable 
to take the account of a party who has another banker, especially 
if he opens the account for the purpose of getting additional 
discount. The object of a party keeping two hankers is usually 
to get as much accommodation as he can from each. If an ac- 
count is brought from another bank, the reason of the removal 
should be distinctly stated, and the banker will accept or reject 
it, according to circumstances. It is bad policy in a banker to at- 
tempt to draw away the connexions of another bank, by offering 
them greater accommodation. It is also usually bad policy to take 
the accounts of parties residing at a distance, as their transactions 
do not come unaer the notice of the bdnker ; and the fact of their 
passing by the banks in their neighbourhood to go elsewhere, is 
one that should excite suspicion. It is not advisable for London 
bankers to take the loan or discount accounts of private indi- 
viduals who reside in the country. They sjiould be referred to 
the bankers in their own districts. 

A banker will take means for obtaining and recording informa- 
tion, He should not, as we have said, keep any books himself. 
But he ouglit always to have in his room, reaay for immediate 
reference, if necessary, 'Uhc General Balance Book,'’ containing 
the weekly balances of the general ledger, which will show the 
weekly progress of his business for several years past, — “ the 
Daily Balance Book," showing the daily balance to the credit 
of each of his customers in the current-account ledger, — “ the 
Weekly Discount Balance Book," showing the amount of dis- 
counts, loans, or other advances which each customer has every 
Saturday ni^ht, — “ the Inspection Book," showing the amount 
of bills Ibeanng the names of houses who do not keep an account 
with him, — tlie Information Book," containing the character of 
all the houses about whom he has had occasion to make inquiries, 
— and, linally, ‘‘a Private Memorandum Book," in which is en- 
tered any special agreements that he has made with his customers. 
It is also useful to a banker to have a list of his customers, clas- 
sified according to their trades or professions — such as corn mer- 
chants, leather factors, grocers, solicitors, &c. &c. The banker 
would thus see at a glance among what classes of society his 
connexions lay. W’hen any public event was likely to affect any 
class — such, for instance, as the corn merchants — he would see 
how many of his customers are likely to be lUffected. By thus, 
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too, bearing in mind the trade or profession of his customers, ho 
would he able to judge more readily whether the bills they brought 
him for discount hai arisen out of their business transactions. 

The operation which is called “nursing an account,” sometimes 
requires considerable prudence, tact, and perseverance. A banker 
having made considerable advances to a customer, suddenly dis- 
covers that the party is not worthy of the confidence he has 
placed in him. If these advances should be called up, or discon- 
tinued, the customer will break, and the banker sustain loss. The 
banker must be governed by the circumstances of each case. It is 
sometimes best to continue to discount the good bills, and refuse 
those of a dilFcrcnt character; and thus gradually weed the ac- 
count of all the inferior securities. Sometimes lie may get the 
customer to stipulate that he will diminish his advances by certain 
fixed amounts, at certain periods; and thus, by altcrnatcljr refusing 
and compl}'ing, the banker may at length place himself in a state 
of security. At other times, the banker may offer to make still 
further ntlvanccs, on condition of receiving good security also for 
what has been already advanced. This plan is advisable, when 
the additional advance is not proportionably large, and the security 
is not inconvertible, otherwise the plan is sometimes a hazardous 
one. It requires some courage to look a loss in the face. And 
it has occurred that a banker, rather than sustain a small loss, 
will conscttt to make a further large advance upon inconvertible 
security; and the locking up of this large advance for an indefinite 
period, has proved the greater evil of the two. In fact, some of 
the largest losses of fallen banks have been made in this way. 
They have, in the first instance, made an imprudent advance; 
rather than sustain this loss at once, they have made a further ad- 
vance, with a view to prevent it. The advance has at last become 
so large, that if the customer falls, the bank must fall too; for the 
sake of self-existence, further advances are then made; these too 
arc found ineffectual, and ultimately the customer and the bank 
fall together. * 

G. Banking as an art includes the selection of the kind 
of securities on which the bank will make advances. 

A London banker is always anxious to avoid dead loans. Loans 
are usually specific advances for specified times, either with or 
without security. In London, advances are generally made by 
loans ; in the country, by overdrafts. The difference arises from 
the different modes of conducting an account. In London, the 
banker is paid by the balance standing to the credit of the ac- 
count. A customer who wants an advance, takes a loan of such 
'an amount as shall not require him to keep less than his usual 
balance. The loan is placed to the credit of Jiis current account, 

* K 
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until tlie time arrives for its repayment, and tlien he is debited 
for the principal and the ini crest. The country banker is paid 
by a commission, and hence the advance to a customer is made 
by his overdrawing the account, and he is charged interest only 
on the amount overdrawn. 

Loans are divided into short loans and dead loans. Sliort loans 
are usually the practice of the London hankers: a time is fixed 
for their repayment. Lead loans arc those for tlic payment of 
which t::ere is no specified lime; or where the party has failed to 
make the repayment at the time agreed upon. In this case, too, 
the loan has usually been made upon dead — that is, upon incon- 
vertible security. Without great caution on the part of tlic 
banker, short loans arc very apt to become dead loans. A loan 
is lirst made for two or three moutlis; the time arrives, and the 
customer cannot pay; then the loan is renewed, and renewed, and 
renewed, and ultimately tlic customer fails, and the banker has 
to fall back upon his securities. 

The rule of a banker is, never to make any advances, directly 
or indirectly, upon deeds, or any other dead security. Lut this 
rule, like all other general rules, must have exceptions, and when 
it is proper to make an exception, is a matter that must be left 
to the discretion of the banker. lie should, however, exercise 
this discretion with caution and prudence, and not deviate from 
the rule without a special reason to justify such deviation. 

Among country bankers, in agricultural districts, advances upon 
deeds are not considered so objectionable as in London. A landed 
proprietor, who wants a temporary advance, ])l;iccs his deeds in 
the hands of his banker, and takes what he requires. The banker 
thinks he can have no better security; but the loan is usually for 
only a moderate amount, and is paid off within a reasonable time. 
In the country the character and circumstances of every man is 
known. A landlord who \vauts an advance to meet immediate 
demands, until his rents come in, seems fairly entitled to assist- 
ance from his banker. But should a landlord, who is living beyond 
his income, ask for an advance almost equal to the value of his 
deeds, he would not be likely to obtain it. Every banker is aware, 
that when deeds are lodged as security for loans, or discounts of 
any kind, interest upon the advance cannot be charged at a higher 
rate than five per cent. 

Another kind of security is bills of lading, and dock warrants. 
Advances upon securities such as these must be considered as 
beyond the rules which prudent bankers lay down for their own 
government; they can only be justified by the special circum- 
stances of each case. In advancing upon bills of lading, the 
banker must see that he has all the bilk of the set; for if lie has 
not all^ the holder of the absent bill may get possession of the 
property. It is also necessary that he have the policy of assur- 
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ance, tliat, in case the ship be lost, he may claim the value from 
the insurers. In advances upon dock warrants, tlie banker should 
know that the value of tiie goods is equal to his advances, and 
will also give him a margin, as a security against any fall in the 
market price. But, in truth, no banker should readdy make ad- 
vances upon such securities. Now and then he may take them 
as collateral security, for an advance to a customer who is other- 
wise respectable; but if a customer requires such advances fre- 
quently, not to say constantly, it shows that he is conducting his 
business in a way that will not ultimately be either for his own 
advantage, or that of his banker. 

A banker should never make any advances upon life policies. 
They >nay become void, should the party commit suicide, or die by 
the hand of justice, or in a duel; or if he go without permission to 
certain foreign countries. The payment may be disputed, upon 
the ground that some deception or concealment was practised 
when the policy was obtained. And, in all cases, they are de- 
l)cndcnt upon the continued payment of the premiums. 

7. Banking as an art includes the regulation of the 
amount of cash to be kept in the till. 

The amount of money which a banker will keep in his till 
depends upon circumstances. Birst, the amount of his deposits. It is 
natural to suppose that when his deposits are large, he will keep more 
money to meet them -than when his deposits are small. — Secondly, 
the amount of his daily jmyments. These will not at all times cor- 
respond with the amount of the deposits ; for some accounts are 
more oprrative than othcr.s. On commercial accounts, for instance, 
the payiiK'uts will be mucli lumvier in proportion to the average 
balance than on accounts which arc not commercial. The city 
bankers pay much larger sums every day in proportion to the 
amount of their deposits, than the bankers at the west-end. — 
Thirdly, if a banker issues notes, he will keep a less amount of 
other money in his till. The popular opinion is, that he keeps 
more, as lie has to provide payment for his notes as wxll as his 
deposits. This is true in seasons of pressure. But in ordinary 
times he keeps less, as he pays the cheques drawn on account of 
his deposits with his notes, and these notes often get into the 
hands of another banker, with whom he settles by a draft on 
London. Ilis reserve to meet his notes is kept, not in his own 
till, but in London, where it probably yields him interest. Indeed, 
when his deposits are withdrawn in large amounts, they are more 
usually withdrawn by a draft on London than in any other way, 
— Fourthly, the number of the branches. If a bank has many 
branches, the total amount of cash kept in the tills of the head 
office and all the branches put together, will be considerably more 
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than would be required if the whole of the business were collected 
into one place. In the case of a run the difference is considerable, 
as every point open to attack must be well fortified. The stoppage 
of one branch, even for a short time, would bring discredit upon 
the whole establishment. — Fifthly, in London the amount of notes 
to be kept in till will be affected by the privilege of clearing. 
Those bankers that “clear,” can pay bills and cheques upon them 
by the bills and cheques they have upon other bankers. Those 
banks that do not clear must pay all the bills and cheques upon 
them in bank notes before they receive payment of the bills and 
cheques they have upon other bankers. Hence they must lock up 
every night with a larger amount of cash in their vaults. 

We need hardly say that wfitli every banker the amount in the 
till will fluctuate from day to day. Though a banker has a certain 
average amount in his own mind, below or above which he does 
not swerve very widely, yet the cash-book will seldom be exactly 
this amount. Sometimes he will strengthen his tdl, in the prospect 
of large payments that may come u])on him suddenly. At other 
times he will run his till low for a day or two, in expectation of 
large sums that will shortly be due to liim. During ilic day, too, 
either the receipts or the naymenfs may be heavier than he ex- 
pected, and hence, now and then, the cashier reports to the chief 
clerk or to the banker the state of the till, in order that, if neces- 
sary, it may be replenished. The temperament of a banker, too, 
has some effect in this case. Some bankers are so cautious that 
they* will “ lock up” with a large amount of cash ; others are so 
anxious to make profit, that they will keep their cash very low. 
The state of the money market will also influence the tills of the 
bankers. When money is abundant a banker will lock up with 
more money than he wants, because he cannot employ his funds. 
When money is so scarce as to betoken a pressure, he will also 
lock up strong, so as to be prepared for any emergency. In fact, 
there can be no general rule for regulating the amount of the till. 
Every banker must be guided by the experience of his own bank. 
The directors of the Bank of England consider that their reserve 
in bank notes and gold should be equal to about one-third of their 
deposits. From the accounts published by some of the London 
joint-stock banks, it would appear that the “ cash in hand ” is 
equal to about one-fifth or one-sixth of their liabilities. Even 
this, we conjecture, is a higher proportion than that which is 
generally kept by London bankers, especially by those who settle 
their accounts with each other at the clearing house. 

8. Banking as an art includes the proper investment of 
the surplus funds of the bank. 

Of the various kinds of Government stock, consols are the best, ■ 
as there is a more ready market for this kind of stock, and money 
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can nsua% be borrowed on them until the next account day ; so 
that, if a banker has only a temporary demand for money, he may 
thus obtain it at a moueratc interest, when, by selling his stock 
at tliat time, he miglit sustain loss. The Bank of England has 
recourse, sometimes, to this mode of strengthening her reserve. 
Sometimes, too, a banker may make a profit by lending his consols. 
At tlic monthly settlings, among the brokers, stock is sometimes 
in demand, and money may be obtained upon consols, until the 
next settling, without paying any interest ; and the banker may 
employ the money in the meantime. As, however, the rate of 
interest is usually low in such seasons, his profit will rarely be 
great. 

It is not advisable, however, that all the stock a banker holds 
should consist of consols. Eor a month before the payment of 
the dividends in January and July, this stock is shut, and during 
those times he can neither sell his stock, nor borrow money upon 
it. This may be inconvenient, and h-c can only avoid this incon- 
venience by selling or Icn'ding his consols, just before the shutting, 
on thejjcst terms he can. To avoid either of these alternatives, 
it is better he should divide his stock, and hold half the amount 
in consols, and half in reduced 3, or in the 3j per cents. The 
dividends on these latter stocks are payable in April and October, 
so that by this means the banker will always hold an open stock : 
when consols are shut, the reduced 3 and the 3] per cents, are 
open, and vice vend. There are no time bargains in the reduced 
3 per cents., or in the 3-i per cents. ; but in ordinary times money 
can be borrowed on them at the market rate of interest. In 
seasons of pressure these are not so saleable as consols. Bank 
stock, India stock, and long annuities, not being readily con- 
vertible, arc not generally good investments for bankers. 

Some bankers avoid all Government stock, and give a preference 
to exchequer bills. They have some advantages. As the Govern- 
ment must pay the amount demanded in March or June, when 
they become due, there can be no loss beyond the amount of the 
premium at which they were purchased. A banker, too, can 
borrow money upon tliem quietly and secretly. A transfer of 
stock is always known, and, if for a large amount, will, when 
money is scarce, excite notice, and give the impression that the 
banker is compelled to realize some of his securities, to meet 
demands made upon him by his depositors. But a banker can 
hand his exchequer bills to a stock-broker, who will bring him 
the money, and the party who has granted the loan n ill know 
nothing about the party for whom it was required. On the other 
liand there are some disadvantages. Almost every change in the 
market value of money affects the price of exchequer bills, and 
whenever money becomes abundant, the Government are very apt 
to reduce the rate of interest much below that which can be 
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obtained from consols. But a greater objection is, that even in 
ordinary times, they are hardly saleable in lar^e amounts. There 
are not now so many exchequer-bill jobbers as formerly, and hence 
these bills are not so readily saleable. On this account, the Bank 
of England, who were formerly large holders of exchequer bills, 
have changed tlieir system, and are now holders of stock. The 
City bankers, too, prefer placing their money with the bill-brokers 
to investing it in exchequer bills. But they are still a favouiite 
mode of investment wuth bankers at the West-end. 

East India bonds yield a higher interest than exchequer bills, 
and the interest cannot be reduced until after twelve months’ 
notice from the East India Company. But they are by no means 
so saleable. Money, however, may generally be borrowed upon 
them, and the loans of the Bank of England are always announced 
to be granted on ‘‘ exchequer bills, India bonds, and other ap- 
proved securities.” 

Bonds of corporations, or of public companies, are by no means 
proper investments for a banker, except to a very moderate amount, 
and when they have a short time to run. They may, however, be 
taken as security for temporary advances to rcs})cctable cusfomers. 

Good commercial bills, of short dates, have this advantage over 
Government stock or exchequer bills, that a banker is sure to 
receive back the same amount of money which he advanced. He 
can calculate, too, upon the tinie the money will be received, 
and make his arrangements accordingly. And if unexpectedly 
he should want the money sooner, the bills ‘can, in ordinary times, 
be rediscounted in the money market. Another advantage is, 
that he is able to avail himself of any advance in the current rate 
of interest. He will get no higher dividend from his investment 
in Government stock, should money afterwards become ever so 
valuable. But with regard to bills, as they fall due he will receive 
a higher rate of discount with the new bills he may take, and thus, 
as the market rate of interest advances, his profits will increase. 

The bankers of Lancashire usually keep the whole of their 
reserves in bills of exchange. If they have a “ good bill case,” 
that is, a large amount of good bills in their case, they think 
themselves prepared to meet any emergency. Their objection to 
Government securities is founded, first, upon the low rate of 
interest which they yield ; and secondly, the possibility of loss, 
from fluctuations in price. They contend, too, that good bills of 
exchange are more convertible than even exchequer bills ; and, 
even if not convertible, the money comes back as the bills fall 
due, and thus the reserve is constantly replenished. 

lit our opinion, it is best for a banker not to adopt exclusively 
any one of the investments we have noticed, but to distribute his 
funds among them all. We have seen that practical bankers of 
high standing have been in favour of Government securities, as 



BANKING AS AN ART. 


199 


bein," at all times convertible. The objection on the part of others 
has been, that the value of these securities very much fluctuates, 
and as their realization will be required only in seasons of pressure, 
when the funds arc low, it is sure to be attended witli loss. On 
the other hand, it may be stated, with regard to ‘Moans on 
demand,” that the recent failures of bill-brokers have shown that 
the “ demand ” may not always be readily met. And with regard 
to “ brokers’ bills,” the numerous failures among houses of the 
first standing have proved that great losses and most inconvenient 
“locks-up” may occasionally take place from such securities. 
Without condemning other modes of investment, we arc strongly 
inclined to favour Government sc'curitics, though fully conscious 
of the losses they may occasionally produce. There is one con- 
sideration that must be taken into account : a bank that has large 
surplus funds, if it makes no investments in Government securities, 
will be strongly tempted to invest their funds elsewhere in other 
securities that may not be so convertible. It is true that more 
interest may for a time be obtained, but ultimately the bank may, 
though in a state of perfect solvency, be compelled to stop pay- 
ment from being unable to realize its investments. 

Another advantage of a large investment in Government secu- 
rities is, that the bank, by the publication of its balance sheet, has 
always the means of showing to its depositors that a large portion 
of its deposits is at all times amply secured. The Bank of England 
states the amount of their “ Government securities ” distinct from 
the “other securities.” It may so be that the “other securities” 
arc as good as the Government securities, and perhaps more 
profitable, but the public do not know that to be the case ; and 
were all the investments in “ other securities,” they might not 
feel the same degree of confidence as to the prompt repayment of 
their deposits. The same principle applies to other banks. And 
it may reasonably be supposed that between two banks in similar 
circumstances as to other respects, depositors would rather lodge 
their money in a bank which had a large amount of Government 
securities than in one which liad none. 

9. Banking as an art includes the proper distribution of 
tho profits among the partners. 

The first appropriation of the profits is, to pay to the share- 
holders a dividend on the capital. But alj the profits are not 
usually thus appropriated ; a certain portion is generally retained 
as a rest, or surplus fund, or, as it is sometimes called, a guarantee 
fund. This last title has led to an erroneous impression with 
regard to the nature and purposes of this fund. It is not designed 
as a guarantee to the depositors for the amount of their deposits 
—these are guaranteed by the paid-up Capital and the liability gf 
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the shareholders — but as a guarantee io ilic sliareliolders for tlic 
uniformity of their dividends. Should the profits in any one year 
fall below the sum necessary to pay the usual dividend, the defi- 
ciency may then be taken from the surplus or guarantee fund. 
The amount of this fund, therefore, will be regulated by the 
amount of the transactions, and the consequent danger of loss. 
d3ut it sometimes happens tliat after paying a liberal dividend the 
surplus fund accumulates far beyoim the sum necessary for the 
above purpose. In this case a portion of the fund may be em- 
ployed either in still further increasing the dividend, or it may be 
distributed to the shareholders in the form of bonuses, or it may 
be added to the capital. The course to be adopted must depend 
upon circumstances. When the capital is small, it will probably 
3 e best to make an addition from the surplus fund ; but when the 
capital is sufficiently large, the best way will be to give an occa- 
doual bonus to the proprietors. This is usually better than in- 
creasing the dividend. Tor if the dividend be once increased, the 
ijamc rate of dividend will always be expected. And it is better 
not to make any advance, unless there is good reason to believe 
that the same rate will always be maintained. 

The llest, or surplus fund, or guarantee fund, as it is sometimes 
called, consists of tlic accumulation of surplus or remaining profits 
ifter the payment of the dividend. The object of this fund is, 
not to guarantee the public for the security of their deposits, but 
to guarantee to the shareholders the uniformity of the dividend. 
If, in any one year, the profits fall below the amount required to 
pay the usual dividend, the deficiency is taken from the rest or 
surplus fund. The amount of this fund should be regulated by the 
extent of the business and the probable loss that might arise in con- 
ducting that business. If the fund is five or six times the amount 
of the deficiency that might possibly arise in making up the annual 
dividend, it would appear to be sufficient. Tor if, after making 
up this deficiency for one, two, or three years, it should appear 
that the profits of the bank had become permanently diminished, 
then the course would be to reduce the dividend, uutil the surplus 
fund had recovered its former amount. 

Banks that have made large profits, have either increased the 
dividend, or distributed them among the shareholders in the form 
of bonuses, or have added them to the capital. The Bank of 
England have adopted all these plans. Yet, after all these distri- 
butions of increased dividends, bonuses, and additional capital, the 
bank had on the 7th of September, 1814, a rest, arising from 
surplus profits, of 3,564,729/. Ko other " banking concern carrying 
on Dusiness with Bank of England notes,’’ would think it neces- 
sary to keep such a rest. Neither the kind nor the extent of 
busmess carried on is ever likely to require anything like this 
amount to meet any occasional losses. Tne amount is altogether 
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excessively disproportionate to the purposes for which a surplus 
fund is usually applied, and at the same time it tends to give an 
erroneous view of the profits of the bank. This rest is employed 
in the business, and yields profits, but it pays no dividends, The 
profits go to swell the dividend on the capital, and hence the 
capital appears to yield a profit of 7 per cent. But the dividend 
of 7 ])er cent, is not made upon the capital alone, but on the 
capital and rest together, and hence upon the funds employed it 
amounts to only about 5 J per cent. 

10. Banking as an art includes on the part of the banker 
the cultivation of those dispositions and habits which are 
conducive to his success. 

But though wisdom — or, in other words, a liigh degree of 
common sense — does not imply the possession of any remarkable 
talent, (the undue development of any one faculty,) it always 
implies the absence of any remarkable defect. One great defect 
ill a banker is a want of decision. A banker ought to know how 
to balance the evidence on each side of a question, and to arrive 
speedily at a just conclusion. Another defect is a want of firmness. 
A banker having, after a mature consideration, made up his mind, 
should be capable of a strict adherence to bis previous determina- 
tion : he should know when to say A^c; and having once said No, 
he should adhere to it. Anotlicr defect is that of being swayed by 
any personal or constitutional prepossession. Almost every man 
— not excepting even the banker — has a sin by which he is most 
easily beset ; a constitutional defect, against which it is necessary 
be should be upon his guard. 

A banker should have a talent for selecting suitable instruments. 
He ought not only to know himself, he ought also to have a 
capacity for knowing otliers. He should know how' to choose 
proper clerks for the discharge of the duties of the office. He 
should know also what parties to employ to procure him confi- 
dential information as to the character and circumstances of com- 
mercial houses, or of individuals. He should know how to choose 
his partners or coadjutors ; and should endeavour to select those 
who possess qualifications in which he is himself deficient. In all 
cases, when he has any object to effect, he should know how to 
make use of other men. 

A banker should know how to economise his own time. One 
mode of doing this will be, as we liave intimated, to assign inferior 
duties to others. Another mode is, to make his interviews with 
his customers, or with other parties, as short as he can. He 
should not encourage conversation upon any other topic than that 
which is the occasion of the interview. He had better receive his 
customers standing , as in that case they will stand too, and are 
K 3 
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not likely to remain so long as if they were to sit down. And 
the furniture of tlie room should be so arranged that the customer, 
if he sit down, sliould sit near the door, so that he may depart 
whenever disposed. He is not likely to remain so long as if 
seated comfortably by the fireside. It .is also desirable that his 
room should be so placed with reference to the other parts of the 
building, that while it has one door open to the public, it should 
have another door opening into the office ; so that he may easily 
pass into the office, to ascertain the state of a customer’s account, 
or to consult with himself or another person, in doubtful cases, 
as to the course to be adopted. It is not advisable thal the cus- 
tomer who applies, for instance, to have a heavy bill discounted, 
should witness the hesitation or the deliberation of the banker. 
Hence it is better, when it can be done, to establish the practice 
of the customer giving the l)ills to a clerk, who shall bring them 
into the banker’s room, and take back his reply. 

Wisdom implies prudence and discretion, and these should 
regulate the whole conduct of a banker, not merely when engaged 
in banking transactions, but at all other times. We may ap})ly to 
a banker the language we have elsewhere applied to a merchant ; 
— ‘‘ The amusements of a merchant should correspond with his 
character. He should never engage in those recreations which 
partake of the nature of gambling*, and but seldom in those of a 
frivolous description. A judge is not always on the bench, a 
clergyman is not always in the pulpit, nor is a merchant always 
on ’change ; but each is expected at all times to^abstain from any 
amusements which are not consistent with his professional cha- 
racter. The credit of a merchant depends not merely on his 
wealth, but also upon the opinion generally entertained of his 
personal qualities ; and he should cultivate a reputation for pru- 
dence and propriety of conduct, as part of his stock in trade.” 


SECTION IT. 

OF BANKING AS A SCIENCE. 

The science of Banking forms a portion of the science 
of wealth — a science which is usually called political 
economy. It is the object of the science of Banking to 
teach some of the means by which nations acquire wealth. 
Such of its doctrines or principles as reason and experience 
show to be well founded constitute the science. Political 
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economy is usually divided into production, distribution, 
interchange, and consumption. Banking may perhaps be 
properly placed under tho head of interchange, though 
many of its operations have an intimate connexion with 
production and distribution. In the exposition of tho 
science of Banking I shall follow the same course which 
in the preceding Section 1 have followed with reference to 
the art. I shall S 2 )ecify those branches of inquiry which, 
as I conceive, are included in the science, and illustrate 
them by extracts from my own writings. 

I. Banking as a science includes a view of those con- 
ditions in society which are antecedent to the establish- 
ment of banking institutions. 

The state of banking in any country furnishes a criterion of the 
state of society which there exists. The following are the principal 
circumstances denoted by the formation of banks. 

1. The establishment of a bank indicates the security of private 
property. Not only must the right of private property be recog- 
nised and established, but a form of government must be framed 
which is sutlicieutly strong and just to secure to each individual the 
possession of his right. If the government be too feeble to protect 
one individual of the community against the rapacity of another; 
or be despotic and tyrannical, so as not to circumscribe its own 
claims within the limits of law and justice, few banks will be 
established. The former appears to have been the case with 
Europe under the feudal system, and is now the case with all 
countries which are not far advanced in civilization. The latter 
is the case with the despotic governments of eastern countries. 
Here the possession of property is attended with danger. A rich 
man may be saeriliccd by the government, and his wealth confis- 
cated. In such a state, men who liave property will, if possible, 
conceal it. To place it in the hands of a banker would be to 
invite the government to take possession of it. Besides, who, in 
such a state, would carry on the business of a banker ? who would 
undertake the custody of other people’s property, if by that means 
he endangered his head? Little would the government care 
whether the property in the banker’s hands belonged to himself 
or to others. It would be quite sufficient to know in what place 
the treasure was to be found. Pretexts could easily be supplied, 
sufficient in the ruler’s own judgment to justify his beheading the 
culprit, and seizing on all the wealth in his possession. Hence 
we find few banks in such countries. 

Nor do we find that banking flourished in this or any other 
country during the existence of the feudal system. Private 
property was not then sufficiently secure. The rapacity of the 
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barons, and the wars they often carried on against each other, 
would soon have dispersed the wealth that niiglit have been accu- 
mulated. Persons who had money, buried it in the earth. During 
the middle ages, the chief bank was that of Venice. In that state 
the feudal system did not exist. Venice was an aristocratical 
republic. The nobles possessed all the power in the State ; but 
then they possessed that power in their collective, and uot in their 
individual capacity. No individual nobleinan had a right to 
oppress a citizen. lie had no serfs or slaves to labour on his 
estate. He was amenable to the laws which w'cre established by 
the Senate ; and these laws restrained as clTectually the ambition 
of individual nobles- as of private citizens. However inferior the 
government of Venice may have been to those of modern times, 
it was certainly far superior to any of the governments by which 
it was surrounded. Venice was a commercial state, and a state 
cannot long remain commercial unless the right of private property 
be well secured. Commerce and liberty gave rise to banking. 

2. The establishment of a bank indicates some degree of internal 
trade. Banks are established to grant facilities to trade ; and if 
there be no trade, there will be no banks. It is not tlie banks that 
give rise to the trade, it is the trade that gives rise to the banks ; 
though, after trade is established, the institution of a bank extends 
the trade. One branch of the banking business is to transmit 
money to distant places ; but for this there can be no occasion, if 
there be no trade between distant places. Banks grant pecuniary 
accommodation to the manufacturer. But manufactures must be 
too limited to need supplies from a bank if all the articles manu- 
factured are consumed in the immediate neighbourhood. Such 
manufacturers can never be sufficiently wealthy to want a place 
of deposit for their superfluous capital, nor can their business be 
sufficiently extensive to warrant the establishment of a bank for 
their accommodation. 

The want of a free commercial intercourse between the dilTerent 
parts of the country was a great obstacle to trade, and conse- 
quently to the establishment of banks, under the feudal system. 
Bach baron was to a certain degree an absolute monarch on his 
own estate. He imposed what taxes he pleased on all goods re- 
moved from his territory, or which were even conveyed through 
his lands. The purchase and sale of goods was regulated at his 
pleasure ; and as each baron possessed the same power, all com- 
mercial intercourse between their respective estates was in a 
manner interdicted. 

3. The establishment of a bank indicates that the practice 
has been introduced of^ dealing upon credit. A banker is a 
dealer in capital. He is the intermediate party between the 
borrower ana the lender. He borrows of those who have money 
to lend, and he lends to those who want to borrow. But tMs 
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cannot be done without credit. — On both sides tliere must be 
trust. The parties who lend must trust the banker, and he 
must trust tliose wlio borrow of him. But this will not bo done 
until commerce is so far advaneed that transactions of consider- 
able importance are performed upon eredit. In the infancy of 
commerce all .trade is carried on with ready money. Before 
good roads arc formed and posts arc established, trade between 
distant places is carried on by merchants in a body, who associate 
together in considerable numbers, and meet at fixed times at 
particular places, whence they commence their journey to the 
country with wliich they intend to traffic. — When arrived at the 
place where the market is held, they dispose of their goods for 
ready money. They then lay out their money in the purchase of 
other goods with which they return. Such was the practice with 
the merchants of the East, who formed the immense caravans 
that formerly traded between Europe and India ; and such is the 
practice of similar caravans that now trade between Egypt and 
Mecca. In these cases all the transactions are carried on by 
ready money. TIic bankers (if such they may be called) arc mere 
money-changers. They excliange the money of the country in 
which they live for the monies of other countries. Such was 
probably the business of the money-changers who were expelled 
from the temple of Jerusalem: such too was the business of 
many persons in European countries in former times. 

I. The establishment of a bank indicates that capital has con- 
siderably accumulated. Is a bank intended for a place of security ? 
Who, before the accumulation of capital, has wealth he is anxious 
to secure ? Is a bank intended as a place of deposit, where those 
who have money may lend it upon interest ? But who, before the 
accumulation of capital, has money to lend ? Is a bank intended 
for a place where those who want to borrow money may go and 
obtain it? But where, before the accumulation of capital, can the 
bankers procure the treasure to advance? It is obvious that 
banking must be a poor business in a poor country — it is not 
until commerce, and wealth, and luxury have extended widely, 
that banking becomes a profitable occupation. 

5. The establishment of a bank indicates that it is not deemed 
unjust to take interest for the loan of money. Nothing can be 
more consistent with the principles of natural equity than that he 
who borrows money with a view of making a profit by it, should 
give to the lender some portion of the profit which he makes. 
No doctrine could be more destructive to banking than that 
the taking of money for the loan [of money was sinful ; and as 
long as this practice was stigmatised with the name of usury 
little banking could exist. But as commerce increased this 
doctrine became obsolete. It was soon discovered that this 
seEtimeiit was unjust and injurious, and that however well it 
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miglit have been adapted to an Eastern agricultural nation, it was 
altogether inapplicable to the state of modern commerce. 

Tiie above observations appear to be equally applicable to all 
banks, wliether public or private. Without the security of property 
— without trade, credit, capital, and interest, few banks can be esta- 
blished. And whenever a new bank is cstablislicd in consequence 
of the additional wants of the neighbourhood, it shows that the 
trade, capital, and wealth of that place are on the increase, and 
the establishnient of a bank will probably increase them to a still 
greater extent. 

II. Banking as a science includes the effects produced 
on society by the various operations of banking. 

1. Banks of Deposit. — A bank that receives lodgments of 
money is called a bank of deposit. A bank that issues notes is 
called a bank of circulation. Each bank attempts to procure 
a banking capital, but by dilfcrcnt means. When a bank of deposit 
is opened, all the people in the district, who have money lying idle 
in their hands, will place the money in the bank. This will be 
done by the merchants and tradesmen, who are in the habit of keep- 
ing by them a suliicient sum of money to answer daily demands ; 
by the gentry and others out of business, who receive their rents, 
dividends, or other monies, periodically, and disburse them as they 
have occasion. The various small sums of money which were lying 
unproductive in the hands of numerous individuals, will thus be 
collected into one sum in the hands of the banker. The banker 
will retain a part of this sum in his till, to answer the cheques the 
depositors may draw upon him ; and with the other part he will 
discount bills, or otherwise employ it in his business. But if, instead 
of a bank of deposit, a bank oi circulation only be established, then 
the several small sums of money will remain unproductive, as 
before, in the hands of various individuals ; and the banker, in 
discounting bills, will issue his own promissory notes. 

Now, it is obvious that these two kinds of banking are adapted 
to produce precisely the same effects. In each case a banking 
capital is created, and each capital is employed in precisely the 
same way ; namely, in the discounting of bills. To the parties 
who have their bills discounted, it matters not from what source 
the capital is raised — the advantage is the same to them — the 
mode in which they employ the money is the same — and the 
effects upon trade and commerce will be the same. 

Banks of deposit serve to economise the use of the circulating 
medium. This is done upon the principle of transfer. The 
principle of transfer was one of the first which was brought into 
operation in modern banking. The bank of Amsterdam was 
founded upon this principle. Any person who chose might lodge 
money in the bank, and might then transfer it from his own name 
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to tliat of another person. All foreign bills of cxeliange were 
required by law to be })aid by such transfers. Although the 
money might at any time be drawn out, cither by the original 
depositor or by the party into whose name it had been transferred, 
yet, in fact, this was seldom done, because the bank money was 
more valuable than the money in common use, and consequently 
bore a premium in the market. The transfer of lodgments is 
extensively practised in our own times. If two persons, who 
have an account in the same bank, have business transactions with 
each other, the debtor will pay the creditor by a cheque upon the 
bank. The creditor will have this cheque placed to his credit. 
The amount of money in the bank remains the same ; but a certain 
portion is transferred into a diiTerent name in the banker’s books. 
The cheque given by the debtor is an authority from the debtor 
to the banker to make this transfer. 

Here the payment between the creditor and the debtor is made 
without any employment of money. No money passes from one 
to the other : no money is paid out or received by the banker. 
Thus it is that banks of deposit economise the use of the circu- 
lating medium, and enable a large amount of transactions to be 
settled with a small amount of money. The money thus liberated 
is employed by the banker in making advances, by discount or 
otherwise, to his customers. Hence the principle of transfer 
gives additional efliciency to the deposit system, and increases the 
productive capital of the country. It matters not whether the 
two jiarties who have dealings with each other keep their accounts 
with tlie same banker or with dilTercnt bankers ; for, as the bankers 
exchange their chcnucs with each other at the clearing-house, the 
elFect, as regards the public, is the same. The deposit system 
might thus, by means of transfers, be carried to such an extent 
as wholly to supersede the use of a metallic currency. Were 
every man to keep a deposit account at a bank, and make all his 
payments by cheques, money, might be superseded, and cheques 
become the sole circulating medium. In this case, however, it 
must be supposed that the banker has the money in his hands, or 
the cheques would have no value. 

2. Banks op Circulation. — A bank that issues notes is called 
a bank of circulation. The amount of notes that any bank has in 
circulation is usually called by bankers ‘‘ the circulation^ Banks 
of circulation, both in England and Scotland, have all of them had 
to sustain heavy accusations. I shall notice some of these charges, 
not with a view of rebutting them in regard to any individual 
bank, but in order to discuss the general principles by which we 
should be guided, in judging of the effects produced by banks of 
circulation. 

The most common charge against banks of circulation is, that 
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they have issued an excessive amount of their notes ; and tlius 
have encouraged speculation, raised the price of commodities, and 
led to commercial convulsions similar to that of December 1825. 

Another charge that has often been preferred against banks of 
circulation is, that by an increased issue of their notes they have 
caused a general rise in prices. 

Ill investigating this charge, it will be proper to inquire what 
are the cases in which an increased issue of notes may produce 
a rise in prices. 

It cannot be denied that if any bank have the privilege of 
issuing notes, not convertible into gold — that is, not payable in 
gold on demand— the notes may be issued to such an amount as 
to cause a considerable advance in prices. It is now generally 
believed that the issues of the Dank of England during the opera- 
tion of the llestriction Act, did produce this effect. It may 
also be admitted that in a country where there is one chief bank, 
possessing an immense capital and unbounded confidence, the 
notes of such a bank, even if payable in gold, may be issued to 
such an extent as to cause an advance of prices, until an unfa- 
vourable course of the exchange shall cause payment of the notes 
to be demanded in gold. Eor gold will not be demanded until 
the course of the exchange is so unfavourable as to cause the 
exportation of gold to be attended with profit. Hence the issues 
of the Bank of England, being at present under no other restraint 
than liability to pay in gold on demand, may for a time cause an 
advance in prices. 

In cases where the increased issue of notes is caused by the 
increased quantity of commodities brought to market, the addi- 
tional amount of notes put into circulation does not cause any 
advance of prices. In all agricultural districts there is a great 
demand for notes, about the season of harvest, to pay for the 
produce then brought to market. In the south of Ireland the 
amount of notes in circulation is much greater in the winter, when 
corn and bacon are being exported, than in the summer months. 
Almost every trade and every kind of manufacture is carried on 
with more activity at some periods of the year than at others; 
and during the active seasons, when money is in demand, more 
notes are in circulation. These notes are at such periods drawn 
out of the banks, either as repayments of money lodged, or by 
discount of the bills drawn against the exported commodities. 

An increased issue of notes often causes the production of an 
additional quantity of commodities, and in this case does not pro- 
duce an advance of prices. The issue of notes will be either in 
the form of discounts, or loans, or the repayment of deposits. In 
either case, the parties receiving the money will spend it, and a 
demand will thus be occasioned for a certain class of commodities. 
If this demand should not exceed the quantity that can ber readily 
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supplied, there will be no advance of price. Tlic parties wlio 
receive the money from tlie banker may give it to the dealer in 
exchange for the articles they purchase. Tlie dealer wishes to 
replace the goods he has sold, and passes the money for more 
goods to the manufaciurcr. The manufacturer consequently buys 
more raw material and employs more labourers. An increased 
quantity of goods is thus produced, and exchanged against the 
increased quantity of money. But while the supply can keep 
pace with the demand, the price will remain the same; it is 
only when the demand exceeds the supply, and the commo- 
dities arc consequently coniparativelj scarce, that the price will 
advance. 

In cases where an increased issue of notes docs cause an advance 
of price, the advance can be but temporary, and this advance may 
generally be ascribed to a spirit of speculation on the part of the 
dealers, and not to an excessive issue on the part of the banks. 
As the ])riccs of all commodities are regulated by the proportion 
that may exist between the demand and the supply, whenever an 
increased issue of notes raises pi ices, it must be either by increasing 
the demand for commodities, or diminishing the supply. The eases 
in which an increased issue of notes may cause an advance of 
prices arc chiefly those in which the money is employed in pur- 
chasing such commodities as cannot be readily produced by human 
labour. Thus, if a banker lend money to a corn merchant to 

{ lurcliasc a stock of corn, he increases the demand for corn. If 
le lend money to a farmer to enable him to ))ay his rent without 
selling his corn, he diminishes the supply. In both cases he may 
cause an advance in price. But even in this case, the most un- 
popular that can well be imagined, the effect on price will be but 
temporary : for these speculations do not diminish the quantity of 
corn in the country. The sujiplics now withheld must ultimately 
be sold, and in proportion as they advance the price when with- 
held, will they lower the price when brought to market. A degree 
of speculation in some commodity or other is ahvays on foot, and 
occasions fluctuations in the price. The banks have no control 
over these speculations, and ought not to be deemed answerable 
for the changes they occasion. To suppose that the banks can so 
regulate their issues as to maintain permanent prices, is to ascribe 
to them a power wdiich they do not possess, and which, if they 
did possess, they ought never to use. 

There arc various cases wdierein an increased issue of notes 
causes a reduction of prices. The speculations which advance 
prices are chiefly those carried on by dealers. The speculations of 
producers who invest their capital in new undertakings, with the 
view of producing any given commodities at a less cost, will, if 
successful, reduce the price to tile consumer, and so far as such 
speculations are assisted by the banks, the issue of notes thus 
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occasioned tends to the reduction of prices. An advance of money 
which enables a farmer to bestow a iiigher degree of cultivation 
on his land — or which enables a manufacturer to extend Ids busi- 
ness — has the effect of increasing the quantity of commodities 
offered for sale, and, consequently, to reduce the price. The banks, 
too, by advancing capital on lower terms than it could be other- 
wise obtained, diminish the cost of })roducfion, and consequently 
the price. The banks still further reduce prices by destroying 
monopoly. In towns where there are no banks, a few monied 
men have all the trade in their own hands; but when a bank is 
established, other persons of character arc enabled to borrow 
capital of the bankers. Thus monopoly is destroyed, competition 
is produced, and prices fall. Hence it is obvious, that in the ordi- 
nary cotirse of Imsiness the issues of the banks tend not to advance, 
but to lower prices. 

3. Banks of B-emittance. — Banks of remittance encourage the 
trade of a district in two ways ; Birst, by diminishing the prices 
of commodities. The facility of conveying money has the same 
effect upon trade as a facility of conveying commodities. The 
opening of good roads diminishes the expense of the conveyance of 
goods. This cheapness in the conveyance causes the commodities 
to be sold at a lower price. As the imports into the town are 
sold at a cheaper rate, and the exports are also sold at a lower 
price at the place of consumption, the increased cheapness in both 
cases increases the demand hence trade is advanced. The 
cheapness of conveying money operates in the same way as cheap- 
ness in the conveyance of goods. After the goods are sold, the 
money must be transmitted. The expense of remitting the money, 
like the expense of conveying the goods, must be regarded as an 
item in the cost of production, and be taken into account in fixing 
the price at which the goods must be sold. Banks remit money 
at a less expense than it can be remitted in any other way. 
Hence the merchants are enabled to sell their merchandise at a 
lower price, and thereby consumption is increased and trade is 
extended. 

The second way in which banks of remittance promote trade is 
by enabling capital to revolve more rapidly. They cause money 
to be remitted in a shorter space of time. Eor instance, an Irish 
butter merchant may purchase of a farmer a quantity of butter, 
and ship it for London. He may, on the same day, draw a bill 
for the value of the butter, and have it discounted at the bank. 
With this money he may purchase a further quantity of butter, 
against which he may draw another bill, and have it discounted. 
This operation, if he be in good credit, may be repeated as often 
as he pleases. Now, if there be no bank in the district, he could 
not get the money for the first shipment of butter until the return 
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of post from London, and tlieu he would receive large Bank of 
England notes, which he might not easily bo able to get changed. 
During this interval he can make no purchases for want of 
money, and the farmer has no sale for his butter : thus the banks 
enable the merchants’ capital to revolve several times more rapidly 
than it could otherwise do. To increase the rapidity of the 
returns of capital lias the same effect as to increase its amount. 
If any given amount of capital, that now revolves once in a year, 
be made to revolve twice in a year, it will have the same effect 
upon trade as if the amount of capital were doubled, and its pro- 
gress remained the same. 

Banks of deposit encourage the trade and wealth of a district, 
by collecting together the \arious small amounts of money that 
previously lay idle in the hands of the depositors, and employing 
This sum ill advances, by way of loan or discount, to the produc- 
tive classes of the community. The commodities thus produced 
are remitted to a distant })iace for sale. But in the interval 
between the transmission of the goods and the return of the 
money for which they may be sold, the manufacturer is deprived 
of the use of this amount of capital. Banks of remittance guard 
against this inconvenience, and advance immediately to the manu- 
facturer the value of the goods, by discounting his bill upon the 
party to whom they are consigned. By this means he has all the 
advantage to be gained from the higher prices of a distant sale, 
in connexion with that prompt ])aymcnt he would obtain from a 
home market. Thus it is, that while banks of deposit enable the 
capital of any district to revolve more rapidly within the district, 
banks of remittance enable it to revolve more rapidly with refer- 
ence to othev places. Both produce the same effect as that positive 
increase of capital which is introduced by banks of circulation. 

4. Banks of Discount, — A considerable branch of the business 
of modern banking consists in discounting bills of excliange. As 
they have only a short time to run before they fall due, the capital 
advanced soon returns ; and being transferable, they can, if neces- 
sary, be re-discounted. Hence they are admirably adapted for 
the purposes of the bankers : for, as the advances of bankers to 
their customers arc made with other people’s money, and that 
money may at any time be withdrawn, it becomes necessary that 
the securities on which those advances are made should rapidly 
revolve and be at all times convertible. By means of bills of ex- 
change bankers can easily extend or diminish their advances in 
proportion to the capital they may have to employ. If they find 
that the amount of their deposits or the amount of their circula- 
tion is diminishing, they will diminish their discounts. If these 
increase, they may increase their discounts. 

The discounting of bills by banks of circulation, will have the 
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same effect in cliaiigiii" the eurreiicy as the deposit accounts, but 
will not operate so rapidly. When a bill is discounted, the banker 
issues his own notes to that amount; and when the bill is paid, 
he receives a part of the amount in gold, silver, or in notes 
of other banks. If) however, the bill be not a local bill, that is, if 
it be not payable in the place in which the bank is established, it 
will be paid in the currency of the place where it is made payable, 
and its payment will not have the effect of diminishing the local 
currency. 

AVhile the issue of notes upon the deposit accounts depends 
altogether upon the depositors, the issues in the way of discount 
depend altogether upon the banker ; he may discount or not dis- 
count, as lie pleases. If he discounts with real capital, he does 
not thereby increase the amount of the currency ; for that capital 
must, in some way or other, have been previously employed. If 
he discounts with that portion of his oanking capital which is 
raised by deposits, he does not increase the amount of the currency, 
but gives it increased rapidity. If he discounts with that portion 
of his banking capital which is raised by notes, he increases the 
amount of the currency. As banks of circulation always issue 
their own notes, it would seem that their discounting business 
was carried on exclusively with this last description of capital, but 
it is not so. It is very possible for a banker to issue his own 
notes for all the bills he discounts, and yet nine-tenths of the bills 
in his possession shall represent real capital : for although in the 
first instance the banker’s notes arc given for the bill, yet these 
notes may not stay in circulation until the bill becomes due ; the 
bill may have three months to run, the notes may return in three 
days. If Ihe notes given in exchange for the bills remain in circu- 
lation until the bills become due, then do the discounts create a 
banking capital equal to their own amount : but if the bills have 
three months to run, and the notes remain out only one month, 
then they create a capital to only one-third of their amount, and 
the other two-thirds must eonsist of capital derived from other 
sources. If the notes remain out beyond the time the bills fall 
due, then do the discounts create a banking capital beyond their 
own amount. 

It may be observed, that in order to trace the effects of banking, 
it is necessary to mark particularly the way in which bankers 
employ their money. It is not the creation of a banking capital, 
but the way in which that capital is applied, that the greatest 
effects arc produced upon the currency, and upon the trade and 
commerce of a country. Money employed in discounting bills 
drawn for value, muU encourage trade — if employed in discounting 
accommodation bills, it will promote speculation — if advanced as 
dead loans to persons out oftrade^ it may^ lead to extravagance — 
if invested in the funds, it will raise their price and reduce the 



BANKING AS A SCIENCE. 


213 


market rate of interest — if kept in the till, it will yield no profit 
to the banker, and be of no advantage to the community. 

5. Loan Banks. — Loan banks are banks formed for the purpose 
of advancing loans upon articles of merchandise. Some are carried 
on for the purposes of gain, others from motives of cliarity. 

The Bailie of England was empowered by its charter to carry 
on the business of a loan bank. The follov;ing is the twenty- 
sixth section of the Act : “ Provided that nothing herein con- 
tained shall in any wise be construed to hinder the said corpo- 
ration from dealing in bills of exchange, or in buying or selling 
bullion, gold or silver, or in selling any goods, wares, or merchandise 
whatever, which shall really and bond fide he left or deposited with 
the said corporation for money lent or adcanecd thereon^ and which 
shall not be redeemed at the time agreed on, or within three 
months after, or from selling such goods as shall or may be the 
produce of lands purchased by said corporation.” In pursuance 
of the privilege graiiteil by this clause, the directors gave public 
notice that they would lend money at four per cent., on plate, 
lead, tin, copper, steel, and iron.” 

The Bank of Scotland was also authorized to net as a loan bank. 
The following is one clause of the Act by which it was established 
in 1795 : — “ And it is further hereby statute and ordained, that 
it shall be lawful for the said governor and company to lend, upon 
real or personal security, any sum or sums, and to receive annual 
rent for the same at six per ce;it., as shall be ordinary for the 
time : as also, that if the person borrowing, as said is, shall not 
make payment at the term agreed upon with the company, that it 
shall be lawful for the governor and company to sell and dispose of 
the security or pledge bu a public roup, for the most that can bo 
got, for payment to them of the principal, annual rents, and 
reasonable charges, and returning the overplus to the person who 
gave the said security or pledge.” 

The Iloyal Bank of Scotland were also empowered by their 
charter, “ to lend to any person or persons, bodies politic or cor- 
porate, sucli sum and sums of money as they should think fit, at 
any interest not exceeding lawful interest, on real or personal 
security, and particularly on pledges of any kind whatever, of any 
goods, wares, mercha?idises, or other effects whatsoever, in such way 
and manner as to the said company should seem ’proper and con- 
venient.” 

“ The Hibernian Joint-stock Loan Company,” usually called, 
the Hibernian Bank, was formed in Dublin in 1824 : — “ For the 
purpose of purchasing and selling annuities, and all public and 
other securities, real and personal, in Ireland, and to advance 
money and make loans thereof, on the security of such real and 
personal security, at legal interest, and on the security of merchant 
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dise and manufactured goods.” This company, however, lias never 
carried on the business of a loan bank, but has confined its trans- 
actions to the business of a commercial bank. , It has not the power 
of issuing notes, but it is a bank of discount and of deposit. 

In tlie same year a society was formed in London, called “ The 
Equitable Loan J^ank but, failing to obtain an Act of Parlia- 
ment, they never came into operation. Thus a company that 
might have been useful to tlie public, was crushed at its com- 
mencement through the pernicious absurdities in our law of 
partnership. 

Capital advanced, by way of loan, on tlie security of merchan- 
dise, would produce the same effects as if advanced in the dis- 
counting of bills. If a party borrows 100/. on the security of his 
merchandise, it is the same as though he had sold his merchandise 
for a 100/. bill, and got it discounted with the banker. By 
obtaining this advance he is enabled to hold over this merchan- 
dise for a better market, and avoids a sacrifice which otherwise he 
might be induced to make, in order to raise the money for urgent 
purposes. 

Every advance of money by a banker, let it be made in what 
way soever, is in fact a loan. To discount a 100/. bill that has 
three months to run, is much the same as to lend that amount for 
three months. The difference is, that the banker has two or more 
securities instead of one ; the time of repayment is fixed, and tlie 
interest on the whole sum is paid at the time it is advanced. 
But let one trader draw bills upon his customers, and take them 
to the bank for discount; let another trader give liis customers 
three months’ credit without drawing bills, and borrow of the 
banker the amount of the goods sold ; it is obvious that in each 
case the traders receive the same accommodation, and the effect 
on commerce will be the same. The bill is merely a transfer of 
the debt from the drawer to the banker, with the drawer’s guaran- 
tee. Cash credits arc loans; the amount of the loan varies every 
day, hut the maximum is fixed. If a trader who has a cash credit 
for 500/. has always 800/. drawn out, it is nearly the same thing 
as though he had a loan for 300/. : the advantage to him is, that 
he can draw exactly sncli a sum as he may need — that he can 
replace it whenever he pleases, and in such portions as he may 
find convenient ; and he pays interest only for the sum drawn 
out. It is unnecessary to say that over-drawn accounts, mort- 
gages, and all advances of money on pledges or securities of any 
kind, are loans. 

6. Savings’ Banks. — Savings’ banks are banks formed to pro- 
mote saving. -^They are purely banks of deposit; they differ, how- 
ever, from other banks of deposit, in the following particulars : — 
First, Yery small sums are received as deposits.— Secondly, All 



BANKING AS A SCIENCE. 


215 


the money deposited is lent, upon interest, to the government. — 
Tliirdly, The depositors are restricted as to the amount of their 
lodgments; these restrictions are designed to exclude from the 
bank all except the humbler classes of the community. 

Loan banks, or institutions for lending money to the poor, are 
of ancient date ; but savings’ banks, or institutions for borrowing 
of the poor, are entirely of modern invtmtion. They were first 
urged upon tlie attention of the public and the legislature of this 
country, in the years 1815 and 1810, by the late Right Hon. 
George Rose. 

In every point of view the savings’ banks aj^pear calculated to 
produce unminglcd good. They extend to })ersons of small 
means all tlie benefits of banking, llie industrious have thus a 
place where their small savings may be lodged with perfect secu- 
rity from loss, and with the certainty of increase. They tend to 
foster that disposition to accumulate which is usually associated 
witli temperance and prudence in all the transactions of life. 
Upon the mercantile interests of society they have the same effect 
as commercial banking. The various small sums which were 
previously lying unproductive in the hands of many individuals, 
are collected into one sum, and lodged in llic public funds. The 
tendency of this, in the first place, is to raise the price of the 
funds. This advanced price may cause some of the holders to 
sell out and to employ their money in trade and commerce. Thus 
the savings’ banks augment the productive capital of the nation. 

It is much to be regretted that the advocates for savings’ banks 
should ever have proposed these institutions as substitutes for 
benefit societies. Cannot the interest of one excellent institu- 
tion be promoted but at the expense of another ? Savings’ banks 
are a useful addition to benefit societies, but cannot supply their 
place. A labourer pays to a benefit club about thirty shillings 
per uniuim, and for that payment he receives about eight shillings 
per week during the time of illness. If this sum be lodged in 
a savings’ bank, how soon will a few weeks’ illness exhaust the 
whole ! It is no doubt the revelling and excess that have too 
often attended the meeting of benefit societies at public-houses, 
that liave given rise to objections against them. It may be ex- 
pected, however, that as our la])ourers and mechanics become 
better instructed, these excesses will be avoided. 

But while savings’ banks do not supersede benefit societies, 
neither do benefit societies supersede the necessity for savings’ 
banks. The benefit society is of use only in case of illness — in 
no other case has a member any claim upon its funds. He cannot 
draw out money' to support his wife, to furnish his house, or to 
educate his children. The benefit societies are only to guard 
against calamity, not to increase enjoyment. By these labourers 
may be saved from the parish workhouse, but they must also 
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become depositors in a savings’ bank if they wish to acquire 
independence. 

III. Banking as a science, inclndos the principles on 
which Banking Institutions should be formed : — 

1. The TCttmber of the Pahtners. — In the year 1708, a clause 
was inserted in the charter of tlie Bank of England, prohibiting 
the establishment of any other bank liaving more than six partners. 
This clause prevented the formation of any other joint-stock bank ; 
and, as the increasing weallli and commerce of the nation occa- 
sioned a demand for banks of some sort, a great number of banks, 
each having no more tlmn six partners, rose into existence, as 
tlicy were successively required by the wants of the country. Tiie 
cliarter of the Bank of England had no reference to Scotland, which 
at that peiiod was a separate kingdom. Hence, with the increasing 
wealth of Scotland, joint-stock banking companies were formed ; 
and at present they conduct nearly the whole of the banking 
business of that country. But, with every renewal of the diartcr 
of the Bank of England, this clause was retained, and hence has 
arisen the cllfFcreuce which subsists between the Scotch and the 
English systems of banking. In the year 1S26, an act of parlia- 
ment was passed to permit the formation of banks having more 
than six partners, at a greater distance than sixty-fivc niiles from 
London ; with a provision, however, that such banks should not 
make their notes payable in London, nor draw bills upon London 
for a less amount than 50/. By an act passed in 1833, these 
banks have the privilege of dra>^ing bills on their London agents, 
either on demand or otherwise, and for a less sum than 50/. 

The advocates of joint-stock banks allege that they possess 
the following advantages over private banks : — 

Joint-stock banks possess greater security than private banks. 
Security ^is of the first impoitance to a bank. One branch of 
the business to a banker is to take charge of money committed 
to his care. But who will intrust money to a banker who is not 
known to be, or, at least, supposed to be rich? And if a banker 
be rich, but afterwards, by mismanagement or misfortune, become 
poor, and fail, what dreadful misery is inflicted upon tliose who 
have money in his hands ! How many rcspectaole individuals 
may be suddenly bereft of their whole dependence ! How many 
industrious tradesmen may become bankrupts ! What' distrust, 
what inconvenience, what interruption of business is occasioned, 
even to those who can bear the loss ! But by a joint-stock bank 
all these evils are avoided. ' Another branch of the business of a 
bank is to remit money from one part of the country to another ; 
but who will trust them with money to remit, wlien they may 
fail before they have executed their trust ? Banks, too, issue 
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their own notes, and thus supply the circulating medium of the 
country. Here w^ealth and sc'curity are more necessary than ever. 
In the former cases, the creditors of the banker may have had 
some opportunity of judging of his safety, and would probably 
make previous inquiries upon the subject. But when the notes 
of a banker have become the circulating medium of a neighbour- 
hood, they are readily taken without any inquiries about his sol- 
vency. And, indeed, in some cases, if the notes were suspected, 
they could not be refused. If a tradesman will not deliver goods 
to his customers for such notes as they offer him, they will take 
the notes to some other tradesman. Men who receive wages 
must receive them in such notes as the master chooses to pay. 
Since, then, each banker supplies the circulating medium of a 
large district, and the notes are thus circulated among all classes, 
some of whom have not the option of refusing tlicm, nor the 
ability to judge of their value, it is of the utmost importance 
that banks should be established on those principles which wdll 
prevent their failure. 

That a bank having a great number of partners should be more 
secure than a bank consisting of only a few partners, seems a 
very obvious proposition ; and it has received abundant confirma- 
tion from the numerous failures that have occurred among the 
bankers in England, and the few failures that liave occurred in 
Scotland. This is a fact that demonstrates the superior security 
of joint-stock banks. If a bank of this kind has a charter, it 
must previously possess a large fund, which forms a guarantee 
for the punctual payment of its notes or deposits. If the bank 
have no charter, then every individual shaieholder is answerable 
for all the debts of the bank to the whole extent of his property, 
as fully as though he had incurred those debts himself. In either 
case the security is greater than can be offered by any one indi- 
vidual, or by any four or five individuals, however respectable 
they may be. 

A joiut-stock bank is less liable to runs. A run is a sudden 
and general demand for the payment of notes or deposit.s. It 
is not sufficient that a banker be safe: it is also necessary 
that lie should be believed to be safe. He derives tlie larger 
portion of his gains from the confidence which is placed in 
him by others. Confidence is money. However wealthy or re- 
spectable a banker may be, he may not always be believed to 
be so. The misfortunes of others may cause him to be sus- 
pected. But no banker has always in his coffers all the sums 
necessary to pay all the claims that may be made upon him. If 
he were to do this, from what quarter would he obtain his profits ? 
What, then, is he to do in case of a run? He must at all events 
obtain money to meet the demands made upon him ; for if he 
once suspend his payments, all his credit is destroyed, and his 
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business is broken up. Ilencc he may be compelled lo borrow 
money at a high rate of interest, or to sell stock or estates below 
their value, and to incur great expense, in order that the money 
may arrive in time to meet the demand. But the elFects of a 
run are not confined to the banker himself. One run is over, but 
another may come. He will be anxious to be better provided 
next time. He will be more cautious. ,IIe will call in the money 
he has lent. He will lend no more. He will discount fewer 
bills. Those tradesmen and others who have been accustomed to 
obtain from the banker facilities for carrying on their business, 
can obtain them no longer. Some have depended on these facili- 
ties, and will now fail; others will circumscribe their business ; 
labourers will be thrown out of work, and trade will be obstructed 
and depressed. 

Such are the effects of a run when the banker is solvent, and 
the run is met with promptitude. But the banker may be good, 
and yet the run may cause him to stop payment. In this case, 
thougli the banker may ultimately pay the whole of his debts, 
yet this stoppage will produce for a while the same effects as 
though he were insolvent. But it is possible tliat he might have 
been solvent before the run, and have been rendered insolvent by 
the run. Tlie sacrifices he may have been compelled to make for 
the purpose of raising the money in time to meet the demand, 
may have absorb(‘d the whole of his property. 

Now, what is it that causes a run ? It is merely an apprehen- 
sion that the banker cannot discharge the whole of his obliga- 
tions, and hence each creditor tries to be first, that he may secure 
the full amount of his own claim. But no apprehension of this 
kind can exist in reference to a joint-stock bank. Everybody 
knows that all the partners are liable for the debts of the bank to 
the full extent of their property; and each creditor feeling 
assured that, even should the bank fail, his property is secure, 
abstains from engaging in a run whereby he can gain no advantage. 

Another advantage which joint-stock banks are alleged to 
possess, consists in the prudence of their management. A 
joint-stock bank is managed by a board of directors, men 
of character and ability, who are chosen to fill the office from 
their superior knowledge of mercantile and banking business. 
The united knowledge and wisdom of a number of individuals 
must be greater than that of two or three individuals. They are 
not so liable to be imposed upon by false representations, to be 
deluded by false reasonings, or to be biassed by personal attach- 
ments. As among many persons there is sure to be a difference 
of opinion on almost every question brought before them, it is 
certain that no measure will be adopted without having first re- 
ceived a full discussion. 

On tlie other hand, the management of ,a private bank is too 
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frequently entrusted to one or two of the partners; men who 
cannot be expected to act with the caution and prudence of an 
elected body, answerable for their conduct to the great body of 
proprietors — men, too, who have their prejudices to indulge, their 
friends to please, and their partialities to gratify. Not so with 
the directors of a joint-stock bank, where the follies of an indi- 
vidual would be checked, and his deficiencies supplied by his 
colleagues. It often happens, too, that the partners of a private 
bank are engaged in some branch of manufactures or commerce ; 
and in tliis case the bank will be made subordinate to the 
trading concern. The banking merchant or manufacturer will 
extend his business, or engage in speculation, under the con- 
sciousness of being able to make good his purchases. The trading 
concern will have an account at the bank, and will always 
be overdrawn. The money which ought to be employed by the 
bank in discounting bdls for their customers, will be absorbed by 
the trade of the jiartncrs. If the trading concern fails, the bank 
too must fail; the one involves the ruin of the other. Perhaps, 
indeed, the bank, by supplying money in the first instance for the 
parties to speculate with, may have been the cause of the ruin. 
Even when the partners of a private bank arc not themselves 
engaged in any other employment, the bank often becomes con- 
nected with some large manufacturing or commercial establish- 
ments. Such establishments are useful to the bank, by enabling 
them to circulate a considerable amount of their notes. Hence 
the bank is induced to make large advances to them. Afterwards 
a further advance is necessary. A run upon the bank compels 
them to call in the money they have advanced. The money 
cannot suddenly be replaced. Hence all the parties become bank- 
rupts. Prom all these evils joint-stock banks are alleged to be 
free. 

2. The Liability of the Shareholders. — In America, the 
banks are chartered banks, and the shareholders, in most cases, 
have no liability beyond the amount of their respective shares. 
In England, every shareholder is liable to the full extent of his 
property for all the debts of the bank. 

Unlimited liability gives greater security to the public. It 
will hardly be denied that all the property of five hundred part- 
ners gives greater security for the debts of the bank than any 
small portion of that property that may be advanced in the form 
of paid-up capital. It is not necessary to prove that the paid-up 
capital, and the remaining property of the partners, form a larger 
fund than the paid-up capital alone. The unlimited liability of 
the partners constitutes, therefore, a higher guarantee for the 
ultimate payment of the debts of the bank, whether those debts 
arise from notes or deposits. 
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Unlimited liability is, to a certain extent, a guarantee for pru- 
dent management. As the directors arc liable to the full extent 
of their property, they will take care not to incur such risks as 
will place that property in jeopardy. And the shareholders will 
take care to choose directors whose wealth and character render 
them worthy of confidence; and they will also attend to tlie 
annual report of the directors, and will be alive to any event that 
may endanger the prosperity of the bank. 

The unlimited liability of the shareholders attracts the public 
confidence. It is not enough tliat a bank is ultimately safe — the 
public should believe that it is safe. A want of confidence in 
our banking establishments has been the cause of much misery. 
The panic of ]825 would have been far less calamitous had there 
existed no suspicion of the banks; but in consequence of the 
general suspicion, many stopped payment, who were afterwards 
proved not only to be solvent, out wealthy. It will not be 
denied, that the public will place greater confidence in a bank, 
where, in addition to the paid-up capital, they have a claim upon 
the property of all the partners, than where they liavc to depend 
upon the paid-up capital alone. 

But it is said that unlimited liability has been tried and failed. 
The private banks in England were all founded on unlimited lia- 
bility, and yet large numbers of them have failed. Is it believed 
that if these private banks had been founded on limited liability, 
the failures would have been less numerous ? Besides, is it fair 
to infer that because the unlimited liability of six partners fails 
to produce a good bank, that therefore the unlimited liability of 
six hundred partners would be equally ineffectual? And if, in 
some cases, even this lias been found to fail, arc there no failures 
on the other side ? Has not limited liability been also tried and 
failed ? Are the one hundred and sixty-five chartered banks that 
have failed in America to go for nothing? And what arc all the 
returns, the oaths of the directors, the examinations and count- 
ings of the money by government commissioners, but so many 
acknowledgments that limited liability is not to be trusted ? 

If limited liability is to be tried at all, it should be under 
heavy restrictions — restrictions more severe than those imposed 
upon the banks of America. It is, perhaps, possible to frame 
charters, with such provisions as might justify the limitation of 
the liability to three or four times the amount of the paid-up 
capital. 

it has often fceen suggested in this country, that the private 
bankers should make deposits with government as a security for 
their notes, but the plan has never been carried into effect. To 
compel either a private or a joint-stock bank to deposit that 
which could not be withdrawn in case of emergency, would be to 
cause a lock-up of capital, liable to all the objections advanced 
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against lending money upon dead security ; and even should those 
funds be available, it would be unjust unless the same amount of 
money that was invested should be returned. It is no doubt 
advisable that every bank should invest some portion of its capital 
in government security. The objection to buying stock is, that 
the stock is sure to be low when the money is wanted ; and were 
a law to be made requiring banks to invest their funds in a secu- 
rity, that in case of emergency could not be realized without loss, 
it would be little better than an act of confiscation. It may 
therefore be worthy of inquiry, how far government might issue 
to joint-stock and pi ivate banks a kind of bank debentures similar 
to exchequer bills : these debentures to bear interest, say at four 
per cent receivable every year, and to be granted only to bankers ; 
the banks not to be at liberty to sell their debentures, but might 
borrow money upon them from the Bank of England, or from 
other parties, as they think proper. 

3. The Amount of the Capital. — Presuming that banks are 
to commence with a moderate amount of capital, and to increase 
that amount as the business increases, the question is suggested, 
What is the best way of increasing the capital ? The English 
banks have followed two ways of doing this ; one, by a further 
issue of shares; and the other, by further calls upon the existing 
shareholders. The capital of all the joint-stock banks in England 
is divided into certain portions, called shares; each pioprietor 
holds a certain number of these shares, and pays a certain sum 
upon them. If he wishes to transfer a portion of his capital, 
he cannot transfer a half share or a quarter share, but must 
transfer a whole share, or a certain number of shares. Thus, 
if the capital of a bank be 500,000/., it may be divided into 
5,000 shares of 100/. each, or 50,000 shares of 10/. each, and a 
certain proportion of the amount of each share will be paid up; 
and this proportion is called the real or the paid-up capital. 
Thus, if one-tenlh of the above capital is paid up, tlien 50,000/. 
will be the real or paid-up capital, and 500,000/. will be called 
the nominal capital. In the chartered banks, on the other hand, 
there is usually no nominal capital, and the real capital is not 
divided into shares or portions, but any fractional sum may be 
transferred. The capital is then called stock. When there is 
no nominal capital, nor any way of increasing the amount of the 
real capital, this is the best way. But, in the other case, it is 
more convenient to have the capital divided into shares. 

Some persons have objected altogether to a nominal capital ; 
but their objections have been diiected more to the misrepresen- 
tations that may attend it, than to the thing itself. They say, 
“ a bank announces that it has a capital of 500,000/., whereas few 
shares are issued, and but a small sum is paid on each share ; 
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hence people are misled, and the bank acquires a confidence 
which it does not deserve.” The objection here is against repre- 
senting the nominal capital to be paid-up capital ; it does not bear 
upon the principle of a nominal capital. In fact, we are misled 
by words. What is called nominal capital is nothing more than a 
further sum which the directors have tlie po\Aer of calling up. 
If this sum had not been called capital, it would not be objected 
to, as it could lead to no misapprehension. But the inquiry simply 
is. Ought the directors to have the power of calling ujion the 
shareholders for a further amount of capital beyond that alrcatiy 
paid up? Were they not to have the power, the bank would at 
Its commencement probably have too large a capital, and after its 
business bad advanced would have too small a capital. And if the 
bank by any unforeseen occurrence became involved, and should 
have occasion for further sums to extricate itself from its diffi- 
culties, it could not make any further call upon its sliarcboldcrs, 
although a very small advance might prevent its utter ruin. In 
case of ft very large capital, such as two or three millions, a 
nominal capital may not be necessary, as so large a sum is likely 
to be in all cases amply sutlicieiit. But in banks of a second class, 
it will always be best to give the directors the power of making 
further calls upon the shareholders. 

The second way of increasing tlie capitjil of a bank is by the 
issue of new shares. The whole amount of shares to be issued 
is fixed in the first instance, and tlie bank commences as soon as 
a certain proportion has been issued. If the bank was not allowed 
to commence business until the whole of the shares w'cre taken, a 
small amount would be fixed upon, and the bank would be propor- 
tionably weaker. But by begimiiug with a small number of shares, 
you have capital enough for your business, and you acquire more 
as you proceed. Many persons will join a bank after it is esta- 
blished, who would not take shares at the commencement. Some 
shares are therefore reserved for persons of this description ; and 
as the shares arc more valuable when the success of the under- 
taking is no longer doubtful, they arc often given out at a pre- 
mium, and always a greater decree of caution is exercised as to 
the persons to whom they are distributed. 

Some members of the Parliamentary Committee of 183G appear 
to have an objection to shares of a small amount; they apprehend 
that tliese shares are taken by an inferior class of persons ; and 
hence the body of proprietors are less respectable. But it would 
appear from the returns, that the general effect of small shares is, 
that each shareholder takes a greater number. Thus, in the banks 
of 100/. shares, each proprietor has taken upon an average twenty- 
eight shares, on whicn he has paid the sum of 444/. In the banks 
of 20/. shares, each proprietor has taken forty-three sliares, and 
paid 359/. In the banks of 10/. shares, each proprietor has taken 
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fifty-two shares, and paid 400/. "While in the only bank of 5/. shares, 
each propru'tor has taken 117 shares, and paid 585/. It appears 
to me that the chief objection to which small' shares are liable is, 
that they do not admit of a large amount of nominal capital. The 
banks of 5/. and 10/, shares have usually the whole capital paid 
up, and hence in case of necessity the directors have no power to 
call for a furl her amount. Could the Nortlicrn and Central Bank 
have made a ciill upon their shareholders of 5/. per share, this 
bank mi«ht have been saved from destruction. 

According to tlic new Act above referred to, no bank can now 
be formed with a less ca])ital tlnui 100,000/.; and the shares must 
not be less than 100/., of which 10 per cent, must be paid up 
before the signing of the deed of settlement; and all the shares 
must have been subscribed for, and half the amount paid up, before 
the bank commences business. 

4. The Extension of the Branches. — The system of nu- 
merous branches leads to uniformity all over Scotland in the terms 
on which business is transacted in the banks. 

Erom the small number of banks that existed for many years 
in Scotland, and from the circumstance that the head offices of 
most of these banks were fixed at Edinburgh, it was easy for 
them to form arrangements among themselves for the regulation 
of their business. Hence arose a uniformity of practice among 
all the banks, and throughout the whole of Scotland. 

This uniformity of practice does not exist in England. The 
system of London banking is dilfcrent from that in tlie country. 
And the banking of one district differs from that of another 
district. It would be difficult to produce any general union in 
England, even among the joint-stock banks. There is a difference 
in the character of their localities. Their head offices are too 
wide apart to admit of frequent personal communication. And 
it may be feared that among the joint-stock banks of England, 
there is not enough of that esprit dii corps which is essential to 
the existence of a general confederation. 

There is, however, considerable competition among the banks 
of Scotland. This rivalry, however, does not lead to transacting 
business on lower terms. Indeed, these terms are always very 
moderate. The difference between the rate of interest allowed 
and charged is rarely more than one per cent. No commission 
is charged on current accounts; and it is only recently, we 
believe, that commission has been charged on the amount (not 
the operations) of cash credits. Sometimes the banks at 
Glasgow, wdiere there is a great demand for capital, have been 
disposed to grant a higher rate of interest than the banks of 
Edinburgh. 

The system of numerous branches enables the banks of ScoL 
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land to transfer the surplus capital of the agricultural districts 
to tlie manufacturing and commercial districts, nithout going 
through the process of re-discounting their hills. 

Some Scotch writers have considered it a reproach to the 
English banks that they re-discount their bills, and have boasted 
that, witli rare exceptions, the practice of re-discount is un- 
known in Scotland. The accusation is made without due con- 
sideration. The system of brandies makes a difference in all 
banking arrangements. A bank in an agricultural district, say at 
Norwich, has a superabundance of money ; a manufacturing 
town, say Manchester, has a demand for inoney. The bank id 
Norwich will send its money to a bill-broker in London ; the 
bank at Manchester will send its bills to tlie same broker. A re- 
discount takes place. But let us suppose that the bill-brokering 
establishment should become the head office of a large bank, 
having one branch at Norwich, and another at IManchcsler. Then 
no re-discount will occur. The bills discounted at ^lanchestcr 
will never pass out of the possession of the bank. Nevertheless, 
the surplus funds at Norwich will be transferred to meet the 
wants of Manchester as effectually as before. Tin's is an 
illustration of the branch system in Scotland. A bank at Edin- 
burgh will have branches in both the agricullural and the manu- 
facturing districts. Or a bank whose head office is in a manufac- 
turing town, will have branches in the agricultural districts. Thus 
the surplus funds of Pertli, Ayr, and Dumfries, are speedily trans- 
ferred to be employed at Glasgow, Paisley, and Dundee. Werp 
a bank to be cstablislicd at Glasgow without branches, it would 
probably have occasion for discount at certain times, as well as 
the banks at Manchester or Leeds. 

The system of numerous branches leads to more regularity 
and uniformity in the mode of making their exchanges. The 
Scotch bankers arc loud in their praises of the system of 
exchanges; and justly so. But they are in error when they 
suppose that notliing like it exists in England. Wc have shown 
that the countiy banks make their exchanges wiih each other, 
and pay the difference by a draft on London. These operations 
have the same effect as the exchanges in Scotland of withdrawing 
from circulation all the superfluous notes ; that is to say, all the 
notes that come into the hands of the bankers. If it be true 
that notes reniaiii out longer in circulation in England than in 
Scotland, it arises not from any difference in the system of ex- 
changes, but from a difference in the habits of the people with 
regard to “keeping a banker.” If a Scotch banker issue 1,000/. 
of notes in the morning, he feels assured that these notes will be 
paid into some other bank in the course of the day. An English 
banker is not so sure. The party may not “ keep a banker,” and 
he may then lock up the notes in a strong box for a week or ten 
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days, until he have occasion to make a payment. We think it 
desirable that every man who has money should lodge it in a bank, 
not merely for interest, but for security; and, therefore, we approve 
of tlie Scotch practice. But it is this universal practice of liaviiig 
a banker, and not merely the system of exchanges, that withdraws 
notes so rapidly from circulation. 

At the same time, it should be stated, that the Scotch bankers 
are of opinion that our system of banking in England is charge- 
able with some portion of the blame. They say, that as thi 
English banks do not universally allow interest on deposits and 
current accounts, the people have not the same inducement as in 
Scotland for placing tlicir money in a bank. And as many banks 
charge commission on the operations of a current account, it is 
the interest even of those who keep bankers to pay away the 
notes they receive to other parties, rather than to lodge them to 
their credit with their banker. 

5, The Form of the Government. — In joint-stock banks, the 
administrative functions are usually distributed between the direc- 
tors and the manager. 

With reference to both private and joint-stock banks, the 
distribution of the administrative functions is a most important 
topic of inquiry. By wbat parties ought these functions to be 
exercised? — We have spoken of ‘‘the banker,’’ as though a bank 
consisted of only one person, and this one person administered 
all the powers and functions of the bank. But few banks 
consist of only one person. One class of banks consists of two, 
three, four, five, or six persons, some or alb of whom attend to 
the practical administration of the bank. Another class of banks 
consists of a great many, it may be of several hundred persons, 
who appoint some dozen or score of their own number to ad- 
minister the bank on their behalf. 

But how many soever the number of partners may be in a 
bank, the administrative functions are in fact practically exercised 
by a small number of persons. A private bank may consist of as 
many as six partners, but it is rarely, we believe, that so many as 
six are actually engaged in the business. When more than one 
are thus employed, their duties may be distributed according to 
their senioritjr or other circumstances. In ordinary matters tlbere 
may be a division of labour, and each partner may preside over a 
distinct department of the business. But in all important cases, 
there is usually one leading partner who practically guides the 
others. When a bank has risen speedily to eminence, it has gene- 
rally been through the talents of some one man. It does not 
follow that this one man did not receive great assistance from 
the advice or suggestions of his partners. It is the part of a wise 
man to avail himself of the knowledge and wisdom of others ; 
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and he will often gather much useful information from men far 
below himself in general talents. There is, pcrliaps, more unifor- 
mity, consistency, and energy in the proceedings of a bank managed 
by a few partners than by many. On the other hand, banks have 
sometimes been ruined uy placing too much power in the hands 
of one or two of the partners. 

In a joint-stock bank, though the number of directors may be 
large, the daily exercise of the administrative power is practically 
In the hands of a few persons. In some banks this power is 
vested solely in the manager ; sometimes in one or two managing 
directors ; sometimes in a permanent committee of two directors 
and the manager; and in other cases, in a changeable committee, 
on which each member of the board takes his rota of service for 
twQ or three weeks in succession. In all cases, however, the 
board of directors lay down the general princi})l('S on which the 
bank is to be administered; re^yorts are made to them at their 
weekly meeting of tlie actual condition of the bank in all its 
departments ; and all very important matters aie reserved for their 
special consideration. 

Joint-stock banking did not grow up gradually in England as 
in Scotland. On the introduction of tliis system into England, 
the directors were necessarily unacquainted wdtli the practical 
operations of banking : for all the practice and experience were 
confined to the private bankers, wliom the new system was in- 
tended to subvert. In some places there was a prejudice against 
directors who were in business. Hence officers in the army, bar- 
risters, solicitors, medical men, retired tradesmen, and country 
gentlemen, were considered as the most eligible directors. These 
boards of directors, all of whom were unacquainted with banking, 
and some of whom were destitute of busiuess liabits, bad to en- 
counter difficulties which would have tried the most experienced 
bankers. 

The want of experience in a board of directors did not, how- 
ever, produce any dangerous consequences when they appointed 
an efficient manager. He prudently advised and instructed them. 
They gradually increased their knowledge, adopted his principles, 
and were guided by his counsels. By their daily intercourse with 
him, by their own reflections, by the direction given to their 
thoughts, and by the experience they acquired, they became in a 
few years as conversant with their duties as the manager himself. 
We believe this was almost uniformly the case with those joint- 
«tock banks that were formed within five or six years after they 
were allowed to be established in England. As a proof that such 
was tlie case, it may be stated that the greater portion of the 
banks formed daring that period have, at the present moment, 
the same managers they had at their commencement. 

But, after joint-stock banks were started as matters of specu- 
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lation, they increased more rapidly than efficient managers could 
be found. The new banks naturally enough looked to Scotland. 
But the Scotch banks had the sagacity to raise the salaries of 
their principal officers, to prevent their emigration to England. 
In some cases, those Scotchmen v/ho were appointed managers of 
English banks had never held office in a bank before, or else it 
was an office so inferior, that all they knew about banking was 
merely the routine of the office. Wherever efficient managers 
were appointed, whether English or Scotch, the same eiffects were 
produced as in the former cases. The inexperienced directors 
acquired the knowledge and experience necessary to the discharge 
of their duties, and the banks prospered. But sometimes the 
case was reversed. The manager was inefficient, and the directors 
inexperienced, and then the cllccts were disastrous. 

In some cases the manager laboured under an inconvenience 
from being taken from a lower social position. Not a few of the 
managers were previously bankers’ clerks ; and the appointment 
to the office of bank manager did not, in England (as it docs in 
Scotland and in Ireland), raise him to the same social position as 
a banker. This was injurious to the bank in several ways. It 
lessened his influence with his directors. From the days of Solo- 
mon tj thp jiresent time, the degree of deference paid to even 
good advice has depended upon the social rank of the party who 
offered it : Wisdom is better than strength ; nevertheless the 
poor man’s wisdom is despised, and his words are not heard.” 
The public, too, had been so long accustomed to private banking, 
that, seeing the manager paid by a salary, they coidd not bring 
their minds to view him as the banker, but considered him as 
holding an office analogous to that of chief clerk in a private 
bank. It may be feared, that in some banks the directors took 
the same view, and thought that the influence and the salaries of 
the two offices ought to correspond. These impressions, it is hoped, 
have now passed away. 

In some Cases the manager was superseded in his functions by 
the appointment of managing directors. The manager was a 
man ol banking knowledge and experience, /but he Siad placed 
over him a coujile of managing directors, who had neither know-, 
ledge nor experience. Consequently, liis voice was never heard 
in the board-room, and, with the name of manager, he acted only 
in the capacity of a chief clerk. The manager was thus deprived 
of the opportunity of discharging the most important of his func- 
tions — that of giving advice to the directors — and was requii*ed 
to confine his attention to the more easy duty of obedience. 

In other cases the managing directors and the manager formed 
a secret committee, who alone were acquainted with the actual 
condition of the bank. The directors of the Bank of Manchester 
stated, in their first report, that ** two of their body, who are out 
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of business, alone have access to the accounts, and are authorized 
to advise with the manager, when requisite, on the current trans- 
actions of the bank. At the same time, each of tlie other direc- 
tors engaged, individually, to refrain entirely from inspecting any 
of the customers’ bills or accounts ; thus combining all the secrecy 
of a private bank with the advantages of a ])ublic institution.’' 
The Bank of Manchester had at that time the largest paid-up 
capital of any joint-stock bank in England. Three of its directors 
were examined before the Bank Charter Committee, in the year 
1832. They presented to the Committee a list of twenty-three 
joint-stock banks then formed, and strongly urged that measures 
should be adopted to require from them an adequate amount of 
paid-up capital. It is somewhat rcmaikablc that, out of these 
twenty-three banks, the only one that has stopped payment is the 
Bank of Manchester. Another has ceased to exist, but it was by 
a transfer of its business. 

In some cases a bank has been ruined by its manager ; in others, 
by the manager and the managing directors conjointly; in 
others, by the managing directors without the manager ; and in 
others, by one, two, or three directors, who, though not formally 
appointed managing directors, have, by their inlluence with the 
board, virtually monopolized that office, and discharged its func- 
tions. It may be questioned whether any case has occurred in 
England of a bank being ruined by the acts of its whole board, 
where all the directors were honest and intelligent men, and each 
was accustomed to think and judge for liimself. 

We may observe, that sometimes joint-stock banks have been 
led into erroneous principles of administration by the proeeedings 
of the proprietors. The constitution of joint-stock banks appears 
theoretically absurd. The manager — the banker — who is pre- 
sumed to have some knowledge and experience in banking, is 
placed under the command of a board of directors, whose know- 
ledge and experience are supposed to be inferior to his own. 
These directors are again placed under the control and instruc- 
tion of a body of proprietors, whose knowledge of banking is 
much less tlian that of the directors. Practically, however, the 
system works well. But when an attempt is made to carry out 
the theory, the effects are injurious ; and some joint-stock banks 
have fallen into danger through the operations being too much 
regulated by the proceedings of the proprietors. 

6. The Privilege of Charters. — We are not the enemies of 
bank charters. Wc believe the first banks that were established 
in every country were chartered banks. This seems to have been 
the result of a necessity growing out of circumstances. When 
society is in its infancy, capital is small, and wealthy men are 
few ; thus it appears to be desirable that the government should 
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offer inducements to those individuals who may be disposed to 
engage in a new undertaking, by limiting the liability of the 
shareholders, facilitating their operations, sanctioning their pro- 
ceedings, and, by means of a charter, giving confidence to the 
public. Such were clearly the objects of the first charters granted 
to the banks. Joint-stock banks without charters arose in a more 
advanced state of society, at a time when wealthy men had become 
numerous, when the commercial character of the people was 
matured, and when those inslitutions were so w'ell understood, 
that they did not require the assistance of government to secure 
the support of the public. We readily admit, therefore, the prin- 
ciple of chartering companies to carry on the business of banking; 
we admit that this piinciple was rightly acted upon in former 
times ; and we have a strong impression that it might be advan- 
tageously extended even in the present day. 

But while we cheerfully acquiesce in the propriety of granting a 
chaiter to a banking company for the objects we have alluded to, 
we contend that such charters should neve^L' contain clauses which 
should have the effect of prohibiting the legislature from con- 
ferring similar charters upon other companies, or of prohibiting 
the people from forming similar comjianics without charters. 

The first charter of the Bank of England, granted in 1094, con- 
tained no clause of this description. It was not until the renewal 
of the charter in 1708, that a clause was-inserted prohibiting the 
issue of notes by any partnership consisting of more than six 
persons; and this was done merely with the view of checking the 
operations of some fraudulent or speculative mining companies 
that had then begun to issue notes. 

The first charter granted to the Bank of Scotland, in 1695, 
contained no exclusive clause. It provided, that for the period of 
twenty-one years, from the 17th July, 1695, it should not be 
lawful for any other person to set up a distinct company or bank 
within the kingdom of Scotland. No renewal of this exclusive 
privilege took place after the expiration of the twenty-one years, 
and in 1727 a charter was conferred upon a new company, called 
the Hopl Bank of Scotland ; and at a subsequent period a charter, 
conferring banking privileges, was also given to the British Linen 
Company. As none of these three charters prohibits the formation 
of otlier banking companies, or in any way affects their operations, 
joint' stock banks without charters have successively been esta- 
blished in Scotland, as they have been required by the increasing 
wants of the country. The chartered banKs and the uncharterea 
banks are on the best terms with each other, and they equally 
share the public confidence. 

So tardy was the progress of Ireland in wealth and civilization, 
that while England had a chartered bank in 1694, and Scotland 
in 1695, Ireland had no chartered bank until 1784. As her 
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charter was formed upon tliat of the Bank of England, it unfor* 
tunately contained the prohibitory clause preventing more tlian 
six partners from issuing notes in Ireland. We say unfortunately, 
for we question whether, in the whole mass of Irish legislation, 
any other enactment ciin be found which has inflicted more fright- 
ful misery on that unhappy country. We believe that the Bank 
of Ireland was well governed, but it existed only in Dublin, wliile 
the prohibitory clause, preventing sound banks from being formed, 
extended to every part of the island. In England tlie system of 
private banking, though weak in itself, was supported by the 
personal wealth, prudence, and respectability of the private 
bankers. But in Ireland, where the bankers for the most part 
had neither wealth, nor prudence, nor respectability, the system 
appeared in its naked deformity, and produced its natural and 
inevitable effects. The evils of the exclusive clause at last became 
apparent even to members of Parliament, and acts were passed 
allowing joint-stock banks to be established at a greater distance 
than fifty miles (Irish) .from Dublin. Under this permission the 
Provincial Bank of Ireland commenced business in 1825 ; and 
about the same time two joint-stock banks were formed at Belfast, 
the Northern Banking Company, and the Belfast Banking Com- 
pany. The success that followed the establishment of these 
companies naturally led to the formation of others ; and in 1836, 
the National Bank of Ireland, governed by a London board of 
directors — and the Ulster Banking Company, whose head quarters 
are in Belfast, started into existence. By the act of 1845 the 
exclusive privileges of the Bank of Ireland were rescinded, and 
its charter now resembles that of the Bank of Scotland. 

IV. Banking as a science includes those laws or 
institutions in society with which banking is collaterally 
connected. 

1. Laws affecting the Coinage. — In my former lecture I men- 
tioned, that the Egyptians used as money, gold and silver bullion. 
The Greeks, however, were, at a very early period, acquainted 
with the art of coining. In every nation, the coining of money 
has been considered a prerogative of the government, and each 
nation has adopted some peculiar device to place upon the coin. 
Kings have usually placed their heads on one side of the coin, 
and the national emblem on the other. The coin of most nations 
is of a circular form, though there are some exceptions. 

Were we to form what we should call a Pence Table” for 
Grecian money, we should say, 

6 oboles make one drachma. 

100 drachmas make one mina. 

60 miiias make one talent. 
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An obolus was a silver coin, worth about three halfpence of 
our money. There was also a silver coin, called a semi-oWus or 
lialf-obolus, worth three farthings. And there were also silver 
pieces of two oboles, three oboles, four oboles, and five oboles. 
Then came the drachm, a silver coin, worth six oboles, or about 
ninepence of our money ; and there were also two-drachm pieces, 
and four-drachm pieces : all these were of silver. Although the 
Athenians had mines of copper, they seem to have had a great 
aversion to a copper coinage. And hence, to express low values, 
they made their silver coins so small that they are said to have 
resembled the scales of fishes. Ultimately they were persuaded 
to the use of copper coins, though the orator who advocated the 
measure was afterwards nicknamed “ the man of brass.’’ The 
smallest copper coin was the eighth of an obolus — equal to three- 
fourths of a farthing. 

Gold was not abundant in Greece, and gold coins were not 
numerous. The chief, if not the only one, was the didrachm, or 
two-drachm piece, called a stater, ecjual in value to twenty silver 
drachms, and worth above fifteen shillings of our money. 

The Athenian coins had a figure of Minerva on one side, and 
the figure of an owl, the bird sacred to Minerva, on the other. 
But the coins of different states, and of different ages, differ very 
much from each other ; and hence some of our learned men have 
been abundantly puzzled upon matters connected with the coins 
of Greece. 

We may observe, that in a point or two the coinage of Greece 
resembled that of England. At one time all our coins were of 
silver; gold was not coined till the year 1344, nor copper till the 
year 1600; and to denote small values, the silver penny was cut 
into halves and quarters, called halfpennies and fourthings or 
farthings. When copper was coined, this practice was prohibited, 
and the small leaden tokens previously issued by private indi- 
viduals were suppressed. 

The Greeks had no coin for the mina (3/. 15.s.), nor for the 
talent (225/.). These were “monies of account,” in the same way 
as we reckoned all our money by “ pounds sterling,” although for 
centuries we had no coin exactly equal to a pound. 

The Phoenicians are said to have been the first inventors of 
coin, though some writers have attributed this honour to the 
Lydians. We have already stated an opinion, that the “ money 
current with the merchants,” in the time of Abraham, consisted of 
bars, or pieces of silver, bearing some stamp or mark denoting the 
quality and the weight, and that this mark or stamp was placed 
bn them by Phcenician merchants. It was no great transition to 
cut these bars into smaller pieces, and to place on them a stamp 
denoting their value, and the country by which they were issuei 
The issue of such coins would soon fall into the hands of the 
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government, who would fix the value at which they should pass 
current. 

There are both silver and copper coins of Tyre now extant in 
the British Museum. They bear the head or figure of their god 
Melkart, or Hercules, the same denoted in Scripture by the name 
of Baal, and supposed to represent the sun. Some of the Phoeni- 
cian coins bear the figure of the fish which supplied the celebrated 
purple. It is said tliat at Carthage, leather money was issued by 
the State, and passed current. It would be interesting, and 
might be instructive, to know under what circumstances this 
money was issued — by what rules the amount was regulated — 
and whether, in its properties and clfects, it bore any resem- 
blance to the paper money of modern times. 

The Homans, like other ancient nations, had at first no coined 
money, but cither exchanged commodities against one another, or 
used a certain weight of uncoined brass. The various names of 
money also denoted weights, in the same v'ay as with us, wlio 
now use the word pound ’’ to denote a coin, whereas it first 
denoted a pound of silver. Indeed, we have borrowed this 
practice from the Homans; and over the figures that denote 
the poumls, wc do not place the letter P, but the letter L— the 
first letter in the word libra — the Latin word for a pound. The 
Homan pound was equal to about twelve ounces avoirdupois. 

The table of Homan money would stand thus : — 

10 asses make one denarius, 

25 denarii make one aureus. 

The as was of brass, the denarius of silver, and the aureus of gold. 

All the Homan money was originally of brass; and hence the word 
as^ which in Latin denotes brass, is also employed to denote money. 
Silver was not coined in Home until the year of the city 484 ; that 
is, 2fi9 years before the Christian era, — and gold G2 years later, 
or 207 years before the Christian era. 

Servius Tullius first stamped pieces of brass with the image of 
cattle, oxen, and swine. The Latin name for these is pecudes^ 
hence money was called pecunia ; from which wc derive our 
word pecuniary.” The as was a brass coin that weighed a pound. 
There were other brass coins, weighing one-half, one-fourth, and 
one-sixth of a pound. 

The practice of depreciating the currency, by issuing coins 
sustaining the same names as the previous coins, but containing 
a less quantity of metal, was adopted by the Homans to a greater 
extent than m our own country. With us, a pound weight of 
silver that was formerly coinea into twenty shillings, is now 
coined into sixty-six shillings. In the first runic War, money 
became so scarce that the Homans coined asses that weighed only 
two ounces, or the sixth part of a pound, which passed for tlie 
same value as those of a pound weight had done : by this means 
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the republic gained five-sixths, and thus discharged its debts. 
Such an example could not fail to have imitators among suc- 
ceeding statesmen. In the second Punic War, while Fabius 
was dictator, the asses were made to w'eigh only one ounce, and 
subsequently they were reduced to half-an-ounce. 

The denarius was of silver. The Romans had three silver 
coins — the denarius^ the quinarius^ and the sestertius. The first 
was equal to ten asses^ that is, to ten pounds of brass; the 
second, to five asses ; and the third, to two asses and a half. 

A pound of silver was coined into a hundred detiarii; so that, 
at first, a pound of silver was equal to a thousand pounds of brass, 
a circumstance which proves that silver was then comparatively 
scarce. But afterwards the case was altered; for, when the 
w'eight of the as was diminished, it bore the same proportion to 
the denarius as before, till it was reduced to one ounce, and then 
a denarius passed for sixteen asses. The weight of the silver 
money also varied, and was different under the emperors from 
what it had been under the republic. 

We translate the word denarius by the word penny, and over 
figures denoting pence we put the letter D, being the first letter 
in the word denarius^ the Latin for a penny. But the Roman 
penny W'as not made of copper, nor of brass, but of silver, and, 
at the time of the Christian era, was worth about sevenpeiicc- 
lialfpenny of our money. We learn from the New Testament 
history, that the Roman penny bore the image and superscription 
of the emperor, and was used in the payment of taxes; that it 
was the usual wages for a day’s labour ; and that two-pence would 
provide a night’s entertainment at a public inn. 

The aureus was of gold. It was first struck at Rome in the second 
Punic IVar (207 years before the Christian era), and was equal in 
weight to two-and-a-half denarii^ and in value to twenty-five 
denarii^ or one hundred sestertia. The common rate of gold to 
silver, under the republic, was tenfold. At first, forty aurei were 
made from a pound of gold ; but, under the later emperors, they 
were mixed with alloy, and thus their intrinsic value was dimi- 
nished. 

Among the Romans, money was computed by sestertium. A 
sestertium was the name of a sum, not of a coin, and was equal to 
a thousand of the coins called sestertius. A sestertius is equal in 
English money to one penny, three farthings, and three-fourths 
of a farthing. 

The deity who presided over commerce and banking was 
Mercury, who, by a strange association, was also the god of 
thieves and’ of orators. The Romans, who looked upon mer- 
chants with contempt, fancied there was a resemblance between 
theft and merchandise, and they easily found a figurative con- 
nexion between theft and eloquence,^ and hence thieves, mer- 
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chants, and orators, were placed under the superintendence of the 
same deity. On the 17th of May in each year, tlie merchants held 
a public festival, and walked in procession to the temple of Mer- 
cury, for the purj)Ose, as the satirisis said, of begging pardon of the 
deity for all the lying and cheating they had found it convenient 
to practise, in the way of business, during the preceding year. 

2. Laavs AiTECTiNG THE Intekest OP MoNEY. — That part 
of the business of banking which consists in the lending of money 
lay, during the middle ages, under severe restraints. The taking 
of interest for the loan of money was deemed sinful, and stigma- 
tised with the name of usury. This opinion appears to be Avholly 
unwarranted, either by the principles of natural equity, or the 
enactments of the Mosaic law. “The taking of interest from 
Israelites was forbidden by Moses; not, however, as if he abso- 
lutely and in all cases condemned the piactice, for he expressly 
permitted interest to be taken from strangers, but out of favour 
to the poorer classes of the people. The further we go back 
towards the origin of nations, the poorer do Ave commonly find 
them, and the more strangers to commerce; and where this is 
the case, people borrow, not Avith a view to profit, but from 
poverty, and in order to procure the necessaries of life; and 
there it must be, no doubt, a great hardship to give back more 
than has been got. The taking of interest irom strangers Moses 
has not only nowhere forbidden, but even expressly authorized 
it. Hence it is clear that he does by no means represent interest 
as in itself sinful and unjust. Any such prohibition of interest 
in our age and country would, without doubt, be unjust towards 
lenders, and destructive to trade of every description. Among 
all the remnants of ancient hiw\s, it Avould be difficult to find one 
which, in the present stale of society, it Avould be more foolish 
and hurtful to revive and enforce, it could only suit a state so 
constituted as was that of the Israelites by Moses.’’ The taking 
of interest for tlie loan of money Avas first prohibited in England 
by Edward the Confessor. This law, however, appears to have 
become obsolete; for, in a council held at Westminster, in the 
year 1126, usury w^as prohibited only to the clergy, who in case 
they practised it, were to be degraded ; and in another council, 
held twelve years afterwards, it was decreed, “ that such of the 
clergy as were usurers and hunters after sordid gain, and for the 
public employments of the laity, oudit to be degraded.” The 
earliest mention we find in the English liistory of a certain yearly 
allowance for the usury or interest of money is in the year 1199, 
the tenth and last year of Kichard I. In this case the rate of in- 
terest was 10 per cent. This appears to have been the ordinary or 
market rate oi interest from that period until the time of Henry 
VIIL ; but there are many instances on record of a much higher 
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rate of interest being taken, especially by the Jews and the 
Lombards, who, in those times, wore the principal money-lenders. 
The exorbitant interest taken by them is supposed by eminent 
writers to have been tlic effeet of the prohibition of usury. 

In the year 154<), the taking of interest for money was made 
legal in England, and the rate was fixed at 10 per cent. This act 
was repealed in the year 1552, but it was re-enacted in 1571. 
The legal rate of interest was reduced to 8 per cent, in 1G21, and 
to G per cent, in 1651. In the year 1714, it was reduced to 
5 per cent., where it now remains. The legal rate of interest 
is still 6 per cent, in Ireland. After the faking of interest was 
sanctioned by law, the term usury, which was previously applied 
to interest in general, became limited to denote a rate Of interest 
higlicr than that which the law allowed. 

3. Laws auffxting Insolvency. — By the law of Egypt, the 
property of a debtor became liable to pay his debts ; but his 
person was free. It was sometimes customary for people to 
borrow money upon the security of lodging the embalmed body 
of their fathers. An Egyptian who did not pay this debt, and 
redeem the body, was declared infamous. The Egyptians some- 
times produced the dead bodies of their ancestors, in their private 
festivals, with this inscription on the head : — "‘Look at me and be 
merry; for such as 1 am, so thou shalt be when thou art dead.” 

Imprisonment for debt has rarely, if ever, existed in connexion 
with domestic slavery. An insolvent man is not likely to obtain 
the means of paying liis creditors while confined in a prison. But 
if slavery exists, he may be sold for a slave, and the produce ap- 
plied, as far as it may go, in liquidation of his debts. In countries 
where slavery docs not exist, debtors are often imprisoned, either 
ns a means of detention, if they wish to escape with their pro- 
perty, or as a punishment in case their insolvency has been 
produced by their own misconduct, or with a view of compelling 
their friends to pay the debt in order to procure their liberation. 

The Egyptians had a funeral tribunal, by wliich the dead were 
tried before they could be buried. After death, every Egyptian 
w'as brought before this tribunal, and, if convicted of having in 
his life acted unworthily, he was denied a place in the burial- 
place of his ancestors. This was a great disgrace to his family ; 
and, according to the Egyptian theology, it deprived the spirit of 
the deceased of an entrance into heaven. One of the things 
which caused the infliction of this mark of disgrace was that of 
dying in debt. If, however, the children or friends of tlie deceased 
should pay his debts, as they sometimes did, he was allowed to 
be buried. Such an institution as this must have had a powerful 
effect upon the conduct of the people in their commercial transact 
tions with each other. A man who knew that every act of dis- 



23G 


THE LOGIC OF BANKING. 


honesty, unfair representation, falsehood, or trickery, wliich he 
mav practise in the course of business, might be remembered 
and uttered, to the disgrace of his family, over his dead body, 
would be cautious not to give occasion to such a procedure. 

As we have no exact information with regard to the mode 
of trial, we may, perhaps, be allowed to picture to our imagina- 
tion the form of the proceedings. Let us suppose it was some- 
what like this : — An Egyptian merchant dies ; the day arrives 
for the investigation of his conduct. The hall of judgment is 
thronged with citizens; the body, followed by a long train 
of mourning relatives, is brought in, and placed in the midst ; 
the judges take their seats, and the whole assembly is hushed 
into silence. An officer of the court proclaims, — “ If any of you 
know any just cause or impediment why the body of our deceased 
fellow-citizen should not be committed to the grave, you are now 
to declare it.” A voice ! “ I object to the burial ; for I often had 
dealings with the dcecased, and I could never depend upon his 
word.” Another voice ! “ I object to the burial ; for the de- 
ceased attempted to injure my character, in order to get away my 
customers.” A third voice! “I object to the buiial; for he 
lived at a most extravagant rate, when he knew he was unable 
to pay his debts.” A fourth voice ! I object to the burial ; for 
he made over his property to a friend, and then took the benefit 
of the insolvent debtors act.” The judges rise, and exclaim : 
** Enough ! Enough I Take him away ! — take him aw^ay ! You 
may throw the body to be devoured by the beasts of the field, or 
the fowls of the air ; but never let the earth be polluted by receiv- 
ing into its bosom the worthless remnant of so vile a man.” 

4. Laws affecting Taxation. — The Americans tax the 
capital of their banks — the English tax their notes, their bills, 
their bonds, and their transfers. The latter plan seems preferable, 
as the banks are taxed in proportion to their business. 

The composition of the stamp duty upon notes is a great im- 
provement. The banks pay only upon the amount in circulation. 
Wlien the notes were actually stamped, the banker paid a duty 
upon those also in his possession. 

Bills drawn upon London, at not more than twenty-one days 
date, are included in the composition. This arrangement should 
be extended to all bills drawn upon London. It is much better 
than stamping the bills, as the duty would vary, not only with the 
amount of the bill, but with the time it has to run. It is quite 
fair that a bill which is drawn two months after date should pay 
twice the duty which is paid by a bill drawn only one month— and 
it would do so under tlie composition; but on the existing plan it 
pays precisely the same. 

Banks also contribute to the state by the stamp duties paid on 
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cash credit* bonds, surety bonds, and other legal instruments; 
they also greatly increase the sums derived from the stamp duties 
on bills of exchange, and the post-office revenue. 

There is also a heavy duty upon the transfer of shares in joint- 
stock banks. It seems hardly fair that a transfer of shares in a 
joint-stock bank should pay the same tax as a transfer of a landed 
estate of equal value. The estate will probably not be sold again 
for a life-time; the shares in the bank may change hands several 
times in a year. If the tax wore lightened, the transfers would 
be more numerous, and possibly the revenue more productive. 

There is scarcely any single description of taxes more hurtful — 
especially to a commercial country — than taxes upon the transfer 
of property. Commerce and trade consist in the transfer of com- 
modilics ; and in proportion to the amount and fiequcncy of these 
transfers, trade will be found to flouiish, and the nation to im- 
prove in wealth. The imposition of a tax, therefore, upon such 
transfers, would have the obvious effect of diminishing their 
amount, and rendering them less frequent — leading of course to 
a reduction of trade and of national prosperity. Adam Smith 
says that one cause of the decline of trade in Spain was the 
imposition of taxes of this desciiption. 

but of this class of taxes, the most injurious is that which is 
laid upon the transfer of shares in joint-stock banks. The 
tax on the transfer of real property, that is, on lands and 
houses, is highly objectionable ; but tliis tax upon commercial 
property is still more objectionable. A landed estate, for example, 
IS not transferred more than once or twice in* a life-time ; shares 
in banks may be transferred every week, yet upon each transfer 
these shares must pay the same duty as tlie law exacts upon the 
transfer of an estate of equal value. A tax upon bank shares is 
a tax upon productive capital, and is as indefensible in principle 
as a tax upon the transfer of bales of cotton or casks of tallow. 
It has been said, that if there were no tax upon the transfer, 
people would buy bank shar's with a view to sell them again at a 
profit. Do not people buy cotton, and tallow, and silk, and 
indigo, and tobacco, and a thousand other tilings, with the view 
of selling them again at a profit? Do they ever buy things with 
a view to sell them at a loss? If it be true, then, that all 
purchases are made with a view to a profitable sale, why tax the 
transfer in one case more than in anotiier P 

Another objection to this tax is, that it is a tax upon the instru- 
ments of improvement. Wealth is a legitimate subject of taxation; 
but to tax a means of wealth is to strike at the very elements of 
the national power. For instance, what would be thouglit of the 
statesman who should propose to levy a tax on the plough of the 
farmer, or the sliuttle of the weaver ? So canal companies, and 
railway companies, and dock companies, and steam companies, 



238 


THE LOGIC OP BANKING. 


and bankin" companies, arc the implements by wliicli prosperity 
is produced ; and to levy taxes upon them is very much like the 
policy of the man who killed tlie goose that laid the golden eggs. 

A further objection is, that this tax is an impost on domestic 
investments. It lias been recommended that the transfer of 
foreign bonds be subjected to a tax in this country. We do 
not concur in tliis suggestion; but we think that, at all events, 
domestic investments should not be placed in less favourable 
circumstances than foreign investments. At present, Dutch 
or American, or even Spanish bonds, can be transferred one hun- 
dred times a day in our market, without paying any duty what- 
ever; while the transfer of shares in any of our own public com- 
panies are heavily burthened, and hence it is that large capitalists 
are not to be found extensively engaged in these investments. 
They naturally prefer those securities that can be realized imme- 
diately and without expense. If the transfer of shares in these 
companies were as exempt from charges as transfeis in the 
government funds, how many millions, now invested in the 
hazardous bonds of foreign countries, might be drawn back to be 
employed at home in stimulating the rewards of industry, and 
quickening the operations of commerce ! 

V. Banking as a science includes the utility of banks 
in carrying on the financial operations of the government. 

The Bank of the United States. — The State banks having 
suspended cash pay-nients, the treasury was compelled to receive 
the taxes in the local currencies of the various districts. All 
notes which circulated at par were received, but those which 
were at a discount were rejected. The banks which did not 
suspend cash payments very much restricted their issues; and 
hence there was such a scarcity of money in those States that 
the taxes could not be collected. To meet this emergency, 
the government issued treasury notes, somewhat resembling our 
exchequer bills, which bore interest at 6 per cent. 

Another difficulty which the government experienced from the 
condition of the banks was in the transmission of money from 
one State to another. The money which was collected at one 
place was required to be expended at another. But the banks 
of one State had no connexion with those of the others. Hence 
the government had great difficulty in paying any sum of 
money, either for supplies or services, at any particular place 
where the party to whom the money was due might happen to 
reside. 

Another inconvenience was, that the government was obliged 
to employ as agents for receiving the taxes a vast number of 
banks. Had there been one national bank, with a branch in each 
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State, the collectors would have lodged the taxes at the various 
branches, and the head office would have accounted for the whole 
to the government. But the country was studded with a great 
number of banks totally independent of each other, and refusing 
to take each other’s notes. The greater part of these banks 
had also stopped payment, tliough their notes still circulated 
at a discount. At the same time, there was a risk in having 
large sums of money in the hands of the collectors. Tlie collec- 
tors were, therefore, instructed to lodge the taxes in the banks of 
their respective districts ; and thus the treasury had accounts 
open at no fewer than ninety-four banks. The sums lodged in 
these banks were usually composed of — 1. Notes of the bank in 
which the taxes were deposited ; 2. Notes of other banks ; 3. 
Treasury notes bearing interest; 4. Small treasury notes not 
bearing interest. As to coin, that was out of the question. 

The confusion thus introduced into the public accounts, as well 
as into private transactions, led to tlie formation of the second Bank 
of the United States. The act of incorporation was passed in 
the session of 1816. 

Mr. Albert Gallatin has thus enumerated the advantages ob- 
tained from the Bank of the United States : — 

“ The principal advantages derived from the Bank of the 
United States, which no state bank, and, as it appears to us, 
no bank established on different principles, could afford, are, 
therefore, first and principally, securing with certainty a uni- 
form, and as far as paper can, a sound currency ; secondly, the 
complete security and great facility it affords to government in 
its fiscal operations; thirdly, the great convenience and benefit 
accruing to the community, from its extensive transactions in 
domestic bills of exchange and inland drafts. We have not 
adverted to the aid which may be expected from that institution 
in time of war, and which should, we think, be confined to two 
objects. 

“ Birst. The experience of the last war has sufficiently proved, 
that an efficient revenue must be provided, before or immediately 
after that event takes place. Eesort must be had for that ’purpose 
to a system of internal taxation, not engrafted on taxes previously 
existing, but which must be at once created. 

“ The utmost diligence and skill cannot render such new taxes 
productive before twelve or eighteen months. The estimated 
amount must be anticipated ; and advances to that extent, includ- 
ing at least the estimated proceeds of one year, of all the addi- 
tional taxes laid during the war, may justly be expected from the 
Bank of the United States. 

“ Secondly. It will also be expected, that it will powerfully 
assist in raising the necessary loans, not by taking up, on its own 
account, any sum beyond wnat may be entirely convenient and 
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consistent with the safety and primary object of the institution, 
but by affording facilities to the moneylenders. Those who, in 
the first instance, subscribe to a public loan, do not intend to keep 
the wliole, but expect to distribute it gradually, with a reasonable 
profit. The greatest inducement, in order to obtain loans on 
moderate terms, consists in the probability that, if that distribu- 
tion proceeds slower than had been anticipated, the subscribers 
will not be compelled, in order to pay their instalments, to sell 
the stock, and by glutting the market, to sell it at a loss ; and 
the assistance expected from the bank is to advance, on a deposit 
of the scrip, after the first two instalments have been paid, such 
portions of each succeeding payment, as may enable the sub- 
scribers to hold the stock a reasonable length of time. As this 
operation may be renewed annually on each successive loan, whilst 
the war continues, the aid afforded in that manner is far more 
useful than large direct advances to gov{!rnmciit, which always 
cripple the resources, and may endanger the safety of a bank.” 

The Bank op England. — In the beginning 'of 1846, a cir- 
cumstance occurred which increased both the deposits and the 
discounts of the bank, and added greatly to her profits. The 
railway companies who were desirous of obtaining Acts of Parlia- 
ment to authorize the construction of their lines, were required 
to pay into the Bank of England, within fourteen days after the 
meeting of Parliament, 10 per cent, on the estimated amount of 
their capital — to be returned when the company liad obtained 
the Act, or when the application had been rejected. Everybody 
wondered beforehand how so large a sum could be paid out of the 
amount of notes then in ciiculation. But the bank acted with the 
railway deposits as she had been accustomed to act with the public 
deposits previous to the payment of dividends. As fast as the 
money came in, it was lent out, and thus a transaction of large 
magnitude was effected without much difficulty. This shows the 
importance of a Government bank. Plad the deposits been 
required to be lodged in the exchequer, and there to remain until 
reclaimed by the railway companies, the 0()cration could not have 
been effected. The bank could have performed it with greater 
facility previous to the passing of the Act of 1844. She could 
then have lent out her notes before the lodgments were required 
to be made ; there would have been no previous apprehensions, 
nor any tightness during the operation. 

VI. Banking as a science includes the history of the rise 
and progress of banking institutions in different countries. 

With regard to money, the Egyptians, like the Chinese of the 
present day, had no coin, but used gold and silver bullion. These 
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were paid and received by weight. This was the practice at a 
very early period of the world. The substitution of coin was not 
discovered till a few centuries before the Christian era. 

In all countries money was originally paid away bv weight. 
Abraham, for the purchase of a burying-place, weighed unto 
Ephron four hundred shekels of silver — money current with the 
merchant. This denotes a distinction from the money in ordinary 
use. It was, probably, silver in pieces, or bars, bearing a stamp 
denoting its fineness and quantity, placed on it, peradventure, by 
Phoenician merchants. We find that the - practice of weighing 
money continued from the time of Abraham to the days of 
Jeremiah. The denunciations in Scripture against false balances 
and deceitful weights, though applicable to all cases of selling by 
weight, had probably a primary reference to the weighing of 
money. And when the prophet Daniel said to Belshazzar, “Thou 
art weighed in the balance and found wanting,’* the reference is, 
probably, to a piece of money, which when weighed was found 
defieient in the weight marked upon it. It may be observed, too, 
that ip ancient times silver, not gold, was usually employed as 
money. In the Jewish history we do not read of gold being 
employed as money till the time of King David, when he pur- 
chasea the threshing-floor of Araunah, the Jebusite. Gold is 
often mentioned, but merely as jewels or ornaments. The shekel 
is not the name of a coin, but of a weight ; and it may be useful 
to you to recollect that a shekel is equal to about half an 
ounce; so that, reckoning silver at five shillings, and gold 
at 4/. an ounce, a shekel of silver is worth half-a-crown, and 
a shekel of gold about 2/. ‘‘A piece” is supposed to mean 
a shekel. When we read of thirty pieces of silver we are 
to understand thirty shekels of silver; that is, thirty half 
crowns. A talent weighed 125lbs. and was worth 3,000 shekels. 
A talent of silver was worth 350/. — a talent of gold was worth 
6,000/. The quantity of money in circulation in Egypt was pro- 
bably not great. Eor as every man raised his own food, and 
prepared his own clothing, he had but little occasion to buy any- 
thing, and, consequently, would want but little money. The 
quantity of money in circulation in any country will be in pro- 
portion to its internal and external trade. It seems likely, too, 
from the history of Joseph, that the tax or rent paid to the 
sovereigns was paid in the produce of the land, and not in money. 
But though the quantity of gold or silver employed as money 
might not have been considerable, yet it seems reasonable to 
suppose that the trade of Egypt must have supplied her with the 
precious metals in abundance. What, in the present day, we call 
the balance of trade, must have been greatly m her favour. The 
value of the exports must have exceeded her imports, and the 
balance would be paid in the precious metals. It appears that in 
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the time of Joseph corn was sold for ready money; and from 
several circumstances it would appear that ancient Egypt was a 
wealthy country. When the Israelites quitted Egypt, every woman 
borrowed of her neighbour jewels of silver, and jewels of gold, and 
raiment; and as Aaron soon afterwards made a golden calf, in 
imitation of the Egyptians, we may infer that in Egypt the idols 
were made of gold. Nearly a thousand years afterwards the 
prophet Daniel speaks of the gold, and the silver, and the precious 
things of Egypt. 

Banking institutions cannot flourish in any society in which 
property is insecure, whether that insecurity arises from the 
tyranny of the government — the turbulence of the people, or the 
incursions of foreign enemies. In Oriental countries, where the 
possession of wealth invites the rapacity of the government, people 
conceal their wealth by burying it in the earth; and hence we read 
in Scripture of “treasures hid in a field.” A similar practice 
prevailed in Europe during the times of the feudal system ; and 
treasure-trove was a source of Boyal revenue, as all the concealed 
treasure, when found, belonged to the king. In the early ages of 
Greece property was very insecure.; partly from • the turbulence 
of the people, partly from the incursions of the neighbouring 
states. In this state of society, the temples were employed as 
banks. People who had got money lodged it with the priests, 
and the sanctity of the place preserved it from violation. Even 
hostile tribes would not take this treasure, lest they should incur 
the vengeance of the Deity to whom the temple was consecrated. 

But though the temples served one purpose of banks, that of 
being a safe place for the deposit of treasure, they did not super- 
sede banks formed for other purposes ; and when society became 
more advanced, the trade of banking was carried on by individuals. 
The operations of Oriental banking are thus referred to in the 
parable of the Slothful Servant, v^o had hid his talent in the 
earth — a very common practice in the East — instead of placing it 
with a banker: — “Thou oughtest to have put my money to the 
exchangers, and then at my coming, I should have received my 
own with usury.” These bankers were money-changers, money- 
borrowers, and money-lenders. They exchanged small coins for 
large ones, and the money of their own country for that of 
strangers. They also borrowed money. They received and paid 
out money at their tables in the same way as bankers now keep 
current accounts with their customers. They also received large 
sums — “ talents” — on which they allowed interest — “ usury.” 
The rate at Athens was usually 12 per cent, per annum, or rather 
1 per cent, for every new moon. People who were about to go a 
journey left their money with their bankers upon interest, to 
receive it “on their return.” In most of these bargains there 
were no witnesses, and sometimes a banker would deny having 
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received the money ; but if he did this more than once, he lost 
the confidence of the public. These bankers were, of course, 
money-lenders, otherwise they would have had no use for the 
money they had borrowed. The business of a banker consists in 
borrowing of one party and lending to another ; and the dilTerence 
in the rate of interest which he gives and receives forms the source 
of his profit. The bankers of Greece did not lend their money by 
discounting bills of exchange, as bills did not then exist; but 
they lent it chiefly on ]>ersonal security to persons who were 
engaged in trade, or who wanted it for other purposes. They 
often lent to merchants who were fitting out a cargo for a foreign 
port. In this case, the banker would sometimes send a person in 
the ship to receive payment of the loan, as soon as the cargo was 
sold. At other times the banker would wait for payment until 
the return of the ship. As the banker thus shared in the risks 
of the voyage, the rate of interest paid to him was sometimes so 
high as 30 per cent. But though a banker might lend to a mer- 
chant for the purpose of fitting out a cargo, neither he nor any 
other citizen could send his money abroad, except in exchange for 
corn, or for some other commodity allowable by law. He who 
suffered his money to be exported for other purposes was to be 
prosecuted — to have no writs or warrants issued against the 
persons to wdiom he had lent the money — and the archous were 
not to permit him to institute any trial in the judicial courts. 

There were no usury laws at Athens. Every banker could 
charge or allow what rate of interest he pleased ; but if he agreed 
to one rate, he could not afterwards charge a higher rate. Among 
individuals usury was practised to a great extent. The failure of 
a banker always caused a great sensation ; and sometimes he was 
obliged to hide himself, in order to escape the popular indignation. 

VII. Banking, as a science, includes the investigation of 
the causes of success or failure of banking institutions. 

Some banks have become involved in difficulties through a 
general want of system and discipline in conducting their affairs. 
This laxity usually shows itself in two ways — the absence of a 
good system of book-keeping, and the want of a proper control 
over the branches. 

A good system of book-keeping cannot be too highly valued. 
Its object is not merely to secure accuracy of accounts between 
the bank and its customers. A farther object is to classify and 
arrange all the transactions in such a way as easily to promice a 
weekly balance-sheet, showing the actujd condition of the bank. 
Nor must it be supposed that such abstracts or balance-sheets are 
intended merely for the use of the directors. They are of the 
utmost use to the manager, and should be the subject of his 
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constant study. A manager who, day after day, attends only to 
individual transactions, and that, too, possibly in a state of mental 
excitement, may involve his bank in difficulty, even though each 
transaction may, upon “its own ground, be perfectly justifiable, 
unless he attends to those summaries and classifications of his 
transactions which are presented in the weekly balance-sheet. 
He will there see on one side the means of the bank, and on the 
other, the way in which his funds are employed. He will notice 
if his loans, or overdrawn accounts, or past-due bills, are unduly 
increased. If a good system of book-keeping does not prevent a 
manager from going wrong, it will prevent his going wrong with- 
out knowing it. If he act unwisely, his balance-sheet will stare 
him in the face and remind him of his faults. 

We have no horror of numerous branches. When we see that 
in Scotland the largest and most prosperous banks have each a 
large number of branches, we are led to believe that branches are 
not attended with any dangers which cannot be overcome by wise 
administration. At the same time, we are ready to admit that 
numerous branches require a peculiar mode of government, and 
a rigid system of discipline. The chief officer of such a bank 
should be a good banker, and something ’more. He must be a 
good administrator ; that is, skilled in the administrative depart- 
ment of good government. 

In the first place, each branch must have a good system of 
book-keeping, and the system must be uniform at every branch. 
Secondly, Care should be taken to appoint efficient officers. 
Thirdly, A code of laws should be drawn up, and the branch- 
manager should be distinctly informed as to the extent to which 
he may exercise his discretion, and what cases must be referred 
for the consideration of the directors. Fourthly, Weekly returns 
must be made to the head office of all the transactions, and a half- 
yearly balance-sheet attended with full supplementary details. 
Fifthly, Special reports should be occasionally required, as special 
circumstances may occur, either with reference to the branches 
generally, or with reference to a branch individually. Sixthly, 
An inspector should be appointed for the purpose of visiting the 
branches. His duties will be to explain the instructions of the 
directors, and to see that they are properly observed — to maintain 
a uniform system of transacting business at all the branches — to 
instruct the officers of the branch in their duties when necessary, 
and to communicate the knowledge he has acquired in visiting 
the other branches — to answer any difficult or knotty questions 
that may be proposed to him by the manager, and to consult with 
the manager as to the best means of promoting the interests of 
the branch — to observe the talents ana capabilities of the several 
officers, and to recommend for promotion any who seem to have 
qualities that might be usefully employed m a higher depart- 
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ment of the bank. In large banks there are usually several 
inspectors. 

Branches should always be kept in strict subordination to the 
head office. Prompt obedience to orders is a duty that must be 
rigidly enforced. The chairman of the Northern and Central 
Bank stated to the Parliamentary Committee, that at some of the 
branches where the heaviest losses had occurred, the managers 
liad not obeyed the orders they had received from the directors. 
Similar accusations were made a^inst some of the branch mana- 
gers of the Commercial Bank of England. It is quite impossible 
for any bank to be well administered as a whole, if every branch 
is allowed to exercise an indei)endent authority. Upon this 
ground, some parties object altogether to the appointment of local 
directors at the branches. A local board, consisting of the branch 
directors and the manager, are more likely than the manager alone 
to assume independent authority — to postpone carrying out the 
directions they may receive from head- quarters — and to take upon 
themselves the responsibility of acting somewhat at variance with 
the strict letter of their instructions. And although local directors 
may sometimes be useful in extending the connexions of the bank, 
or in aiding the managers with information or advice, yet, for the 
above or other reasons, they arc now in England but very seldom 
appointed. The branch is under the sole care of a manager. 
The general manager of the bank is not merely the manager of the 
head office, but has authority also over all the branches. When- 
ever necessary or expedient, he issues circular letters of instruc- 
tion to the branch managers, and these instructions the branch- 
managers are expected to obey. 

VIII. Banking, as a science, includes an observation of 
the effects produced on monetary affairs by the acts of 
the Legislature, 

This Act came into operation on the 31st August, 1844, and 
almost immediately some important changes were introduced. 
Up to that date the bank baa never discounted at a lower rate 
than 4 per cent. This rate, in ordinary times, had seldom varied, 
and all oills discounted at the same time were charged the same 
rate. But, on the 5th September, the rate of discount on bills 
•was reduced from 4 to per cent., and on notes to 3 per cent. 
On the I8th March, 1845, the bank introduced the principle of a 
minimum rate of discount ; fixing per cent, as the rate on first- 
rate bills, and charging a higher rate on other bills. The object 
of these changes was to employ a portion of the reserve in the 
discount of bills. 

This line of conduct was by no means unwarranted by the 
practice of other banking concerns.” It is an established prin- 
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ciple in practical banking, that a banker, when he cannot employ 
his surplus funds at so high a rate of interest as he wishes 
to obtain, should employ those funds at a lower rate, rather than 
keep them unemployed in his till. And it is also an established 
practice to cliarge different rates of discount on different bills, 
according to the class or character of the bills — the respectability 
of the parties — the time they have to run — and a variety of other 
circumstances. In adopting these regulations, therefore, the 
directors were only performing the work assigned to them, of 
conducting the banking department “like any other banking 
concern issuing Bank of England notes.’’ 

These changes gave rise, in the Parliamentary Committees of 
1847, to some discussion upon the question as to whether the 
Bank of England governed the market-rate of interest ; or the 
market-rate of interest governed the bank-rate ? There can be 
but little difference of opinion upon this subject. The “ market- 
rate” of interest is the rate which bankers and bill-brokers 
charge for discounting first-class bills to the public. When the 
foreign exchanges are bringing gold into the country, and notes 
are issued against this gold, the abundance of money in the 
bands of the bankers and bill-brokers causes the market-rate of 
discount to fall below the bank-rate. If during this season the 
bank charges a high rate, she gets but few bills. On the other 
hand, when gold is going out oi the country, and money becomes 
scarce, the market- rate is higher than the bank-rate. If during 
this period the bank charges a low rate, she must soon limit her 
discounts, or her reserve will be exhausted. But, though the 
bank cannot change the course' of the current, she can give it 
increased strength. Though she cannot make money dear when 
it is cheap, nor cheap when it is dear, yet when it is che^p she 
can make it cheaper, and when it is dear she can make it dearer. 
Hence, every alteration in the bank-rate has always an immediate 
influence on the market-rate. 

IX. Banking, as a science, includes an inquiry into the 
effects likely to be produced on banking operations by 
public events (such as war, the discovery of gold mines, 
Grovernment loans, harvests, railways, &c.), and an ex- 
amination of any new principles or theories proposed for 
the regulation of our monetary, institutions. 

'‘After the meapre (the establishment of one bank of issue) 
had once been carried into effect, the charges which the country 
bankers would be compelled to make upon' that acoommodatioii 
which they would still have the power of affor^g, must be con- 
jsiderably increased.” 
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Why Because they would then get no profit upon 

the notes ; at present they can afford to advance money at a low 
rate of interest when issued in their own notes, because of the 
profit upon those notes. When I was in Ireland, I discounted 
bills at the same rate which was charged by the Bank of England 
here, and for the same reason, because I issued my own notes ; 
but if the country bankers had to bring the money from a dis- 
tance and lend it to their customers, they must get a greater 
interest from their customers than they could get by employing it 
in London or elsewhere, and hence they must make, either in the 
form of interest, or in the form of commission, heavier charges 
than they made before.’’ 

“ The profit on the circulation being thus reduced, there would 
be a further effect by the limitation of banking establishments ; 
for some of those establishments are so small, and established in 
remote places, that they would scarcely pay the expense of con- 
ducting them, unless for the profits of the circulation ; and yet 
the withdrawal of those establishments, though connected with 
no great profit to the bank, would be attended with very con- 
siderable loss and inconvenience to the inhabitants of those places, 
because those banks act as receivers of the surplus capital, and 
hence they are useful to persons who have money to place in those 
banks ; they act as discounters and granters of loans, and hence 
they are useful to the productive industry of the country ; they 
are also useful as banks of remittance, for the purpose of making 
payments from those places elsewhere, and hence they are usefm 
to traders ; and those useful purposes, as far as many small banks 
are concerned, would be altogether annihilated, if those esta- 
blishments did not issue their own notes.” 

In your opinion, the suppression of their circulation would 
render it necessary for them to charge a higher commission upon 
their operations, or a higher interest upon the loans which they 
make With regard to those small establishments, I do 

not think any rate of commission could pay the expense : with 
regard to the larger establishments, you might make up for the 
deficienejr of profit upon the circulation by an increased charge of 
commission ; out with regard to small establishments, in remote 
places, the business is not sufficient, even with the charge of com- 
mission, to pay the expense without the profits of the circulation: 
annihilation of the circulation would lead to annihilation of the 
bank.” 
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SECTION III. 

THE MENTAL OPERATIONS PRELIMINARY TO REASONING AS 
APPLIED TO BANKING. 

Logic, in the sense in which we use the term, includes 
not merely the act of reasoning, but also all the auxiliary 
processes that take place in the mind previous to the act 
of reasoning. We shall, in this Section, select four of these 
processes. They are called naming, defining, analysing, 
and classifying. 

When an object is presented to us for the first time we 
may give it a name, we may inquire what it is, we may 
take it to pieces and consider its parts, and we may consi- 
der how many sorts or kinds of the same object may be in 
existence; — we will illustrate these operations, by quota- 
tions from our own writings, with reference to the business 
of banking. 

Naming. — The term hanlc is derived from hanco^ the 
Italian word for bench, as the Lombard Jews in Italy kept 
henches in the market-place, where they exchanged money 
and bills. When a banker failed, his bench was broken 
by the populace ; and from this circumstance we have our 
term hanh-rupt. 

Definition. — A banker is a dealer in capital, or, more 
properly, a dealer in money. He is an intermediate party 
between the borrower and the lender. He borrows of 
one party and lends to another, and the difference between 
the terms at which he borrows and those at which he lends 
form the source of his profits. 

Analysis. — The business of banking consists in receiving 
deposits of money upon which interest may or may not be 
allowed, in making advances of money principally in the 
way of discounting bills, and in effecting the transmission 
of money from one place to another. Private banks in 
metropolitan cities are usually the agents of the banks in 
the provinces. In making payments many country banks 
issue their own notes. 

Classification. — Banks have been divided into public 
and private. A private bank is that in which there are 
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but few partners, and these attend personally to its man- 
agement. A public bank is that in which there are 
numerous partners, and they elect from their own body a 
certain number who are entrusted with its management. 
The latter are usually called joint-stock banks. 

Kequesting the reader to bear in mind these illustra- 
tions, we now proceed to make a few remarks upon each 
of these mental operations. 

Naming . — All words are names. The names of things 
are called in grammar substantives. The names of quali- 
ties are called adjectives. The names of actions are called 
verbs. The names of modes or manners of actions are 
called adverbs. The names of relations are called prepo- 
sitions. Names denoting mental acts are called conjunctions. 

Names are merely arbitrary signs, and have no na- 
tural connexion with the things they denote. What we 
call a bank might have been called by any other name. 
The use of names is to enable us more readily to distin- 
guish one thing from another, to enable us to preserve a 
register of things in our own mind, to enable us to recal 
any thing to our minds and to reason about it, and to 
enable us to preserve a record of our reasonings. Another 
use is to enable us to communicate our knowledge of things 
to one another. Without that collection of names, which 
we call language, we should scarcely be able to hold inter- 
course with each other. Different nations use different 
languages : that is, they give different names to the same 
things; but none of these names have any natural or 
essential connexion with those things. One ,name is as 
good as another. But when, in our own country, any 
name has been given to anything, it is desirable that we 
should always call that thing by that name, and not give 
the same name to any other thing. If this had always 
been done, much erroneous reasoning, not only in banking, 
but also in other arts and sciences, would have been 
avoided. 

Sometimes a word is the name of only one thing ; 
sometimes the same name is applied to more things than 
one. Thus the word bank is applied to the firm or co- 
partnership who carry on the business of banking ; and 
it is also applied to the building in which the business 
M 3 
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is carried on. Dr. Whatley observes^ that all the principal 
terms in Political Economy, as value, wealth, labour, 
capital, rent, wages, profits, have different meanings, and 
are used in different senses by different writers. The same 
observation might be applied to the words money, cur- 
rency, circulation, and circulating medium. Some writers 
by the word money mean only coin; others apply the 
word not only to coin but to bank-notes, bills of exchange, 
cheques on bankers, and even to book-debts. Some have 
contended that the deposits in the Bank of England should 
be called currency” as well as bank-notes. And by the 
circulation of the Bank of England” we may mean either 
the amount of notes circulated by the issue department, 
or the amount of notes in the hands of the public. 

Definition . — Definition is of two kinds ; the first is 
called a definition of the name, the second a definition 
of the thing. To define a name is merely to state the 
meaning of the word, or, if the word has two or more 
meanings, to state in which of these meanings we wish to 
be understood. In defining the name there is no necessity 
that we should be acquainted with the nature of the thing. 
It is sufficient to mention any one property or circum- 
stance by which it is distinguished from other things of a 
different class. But in defining a thing we also state 
wherein it differs from other things of the same class. 
Thus, if a person who never before heard the word were to 
ask me what I mean by the word Ledger, I might tell 
him it is the name of a book which is used by bankers and 
merchants in keeping their accounts. This would be a 
definition of the word. But were I giving a lesson in 
book-keeping, this would not be sufficient. I must then 
state wherein this book differs from the other books, how 
it is ruled, how the entries are made, how it is checked, 
what are the particular objects of keeping it, &c. This 
would be a definition of the thing. 

In some cases, however, there is but little if any distinc- 
tion between a definition of the name and that of the 
thing. If I am asked what is the meaning of the word 
Insolvent, I may reply, an insolvent is a man who cannot 
pay his debts. Here is a definition of both the word and 
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the thing. Perhaps the same remark will apply to the 
following definitions taken from my introduction to 
Banking Book-keeping : — 

Before explaining the banking system of book-keeping, I will 
define a few terms which arc often used in connexion with the 
subject. By the word hilly is always meant a bill of exchange 
not yet due. The word cash denotes the various items included 
in a credit or cash entry, and may denote due bills, cheques, bank 
notes, country notes, or coin. The terms cheque and draft are 
used synonymously, and denote an order on a banker, payable on 
demand. The word draft is never used in London to denote a 
bill of exchange, though this use of the term is very common in 
the country. Both bills and drafts are often called articles ; and 
if they are cash, they are styled cash articles. An addressed hill 
is a bill made payable at a banking-house. A discounted bill is 
usually called a discount. By money is always meant coin. To ]}ost 
an article is to 'place or ent^r it in the ledger. One book is said 
to mark against another when the same entry is made in both 
books. One book is checked hy another, when any error in one 
book would be detected by some operation in another. To check 
a book, or an account, is to examine it, and prove it correct, or 
make it so. To cak or cast up^ means to add together. The 
balance of an account is the difference between tlio credit and the 
debit side. An account is said to balance when the credit and 
the debit side are of the same amount. To balance an account is 
to enter the balance, and to add up both sides, and then to bring 
down the balance as a new amount. The credit side of an 
account, or that on which the cash received is placed to the credit 
of a customer, is the right-hand side as you face the ledger ; the 
debit side is the left-hand side. In London the establishments 
of bankers are usually called banking-houses^ not banks. A person 
who has an account at a banking-house is said to keep a banker. 

When a word has two or more meanings, to define the 
word is to state in which of these meanings the word is to 
be understood. If I am told that a man has lost all his 
money ; I may ask, whether I am to understand that he 
has lost all the money he had in his pocket, or has lost 
the whole of his property % — for the word money is used in 
both of these senses. 

Things are defined by enumerating some of those attri- 
butes wherein they differ from other things. We have 
stated, at page 22, the rules given by scholastic logicians 
for the definition of things. But few things can readily 
be defined in this formal manner : and we may adopt 
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any mode we please that will convoy to the mind of the 
party we address a correct idea of what we wish to 
describe : and we may vary our definitions with the 
various characters or attainments of these parties. If I 
wished to explain what is meant by a Progressive 
Ledger,” or ‘Hhe Horizontal System of Book-keeping,” I 
should not address a professional accountant in the same 
way as I would a Doctor of Divinity. Sometimes we 
may give a definition by specifying an example or prac- 
tical illustration of the thing to be defined. A witness 
examined before the Banking Committee of 1832 was asked, 

What is your idea of overtrading ? ” He replied, I call 
that overtrading when a man builds a manufactory, and 
extends his business, not from any extra demand for the 
manufactured article, but because he is furnished with 
the means of increasing the supply of it.” In the Com- 
mittee of 1841, a witness was asked : — 

What do you mean by the expression ^‘currency principles ?” 
— I mean by the phrase currency principles,” a bank which 
shall do nothing else but issue notes for gold, and gold for 
notes. 

What do you mean by the expression ‘‘ banking principles ?” — 
I mean by banking principles,” notes that are issued in the repay- 
ment of deposits, or in the discount of bills, or in the making of 
loans : at the same time, I would state that I merely used those 
words in the sense in which they are used by the writers who 
advocate those peculiar principles, which they call currency prin- 
ciples ; I do not at all admit that those are the correct principles 
upon which the currency should be administered. 

Analysis . — To analyse a thing is to take it to pieces and 
observe the parts of which it is composed. 

We may analyse a word. Some words are simple, as 
book, bank, manager, ledger ; others compound, as book- 
keeper, bank-director, general-manager, bill-ledger. Now, 
to take these compound words to pieces, and to gather 
their import from the simple words of which they are 
compounded, is to analyse them. 

We may analyse a sentence, or, os it is called in 
logic, a proposition. Take the following proposition : 
This bank grants interest on deposits. Here is the subject, 
this bank ; ” the predicate, “ grants interest on deposits ; ** 
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and the copula, is ” (implied in is granting) ; and these 
form the proposition. 

We may analyse a ledger account. We take the credit 
side and the debit side, and mark off each item against 
some other book in the office ; we cast up both sides, 
and see if the balance agrees with that of the other books. 

We may analyse the balance-sheet of a bank. We 
will take first the liabilities and then the assets; on 
the left hand we perceive, first, the amount due to the 
shareholders; then, the amount due to the public on 
current accounts, deposits, receipts, circular notes, &c. : 
on the other hand, we note the investments in Govern- 
ment securities, loans, bills of exchange, &c. ; and if we 
were on a committee of investigation, we should inquire 
if these bills are good, and the loans properly secured ; and 
we should ultimately examine what amount the bank had 
in hand over and above the amount of its paid-up capital. 
This is called analysis. 

Wo may analyse an argument. To do this, we first 
state the proposition to be proved, and then the argu- 
ment by which it is proved ; thus, at page 3, the proposi- 
tion to be proved is : — 

It is advantageous to keep a banker. The first argument 

is, that by keeping a banker your money will be lodged 
in a place of security. If placed in logical form, the 
argument will stand thus : — 

It is advantageous to be able to lodge your money in 
a place of security ; 

By keeping a banker you will be able to lodge 
your money in a place of security : 

Therefore, it is advantageous to keep a banker. 

In the same way you may analyse the other arguments 
on the same paga The words in italics are what logicians 
call the middle term of the syllogism, or the argument. 

Glassification, — To classify a thing is to place it in the 
class to which it belongs : and this involves three opera- 
tions. We may inquire under what class it falls, — what 
are the other things that fall into the same class, — and 
what are the inferior classes that should be placed under 

it. For examples of this, I refer you to page 49. 
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You will observe that all things may be classified 
according to any attribute in which they differ from each 
other. Banks are classified into private banks, and joint- 
stock banks : and these again may be classified as chartered 
and unchartered banks. Goins may be classed, according 
to their materials, into gold, silver, and copper coins ; 
again, according to their country, into Greek coins, Roman 
coins, English coins, <kc. Bills of Exchange may be 
classed into foreign bills and inland bills, large bills and 
small bills, long bills and short bills, undue bills and 
overdue bills, good bills and bad bills. Much of our 
reasoning depends upon correct classification. And when 
we can readily place anything in the class to which it 
properly belongs, our reasoning respecting it becomes 
comparatively a very easy operation. 

These operations of naming, defining, analysing, and 
classifying, should always take place previous to reasoning. 
To reason well upon any subject, we must first endeavour 
to understand it. Many of our erroneous conclusions 
arise from calling things by wrong or ijidefinite names, or 
from not being acquainted with the nature of the things, 
from not investigating the parts of which they are com- 
posed, or not observing the classes to which they belong. 
To state a question clearly will often prevent much rea- 
soning upon the subject. The disputes of writers on 
banking, as on other things, often arise from their not 
clearly understanding each other’s meaning ; and the first 
step towards understanding the meaning of other people is 
clearly to understand our own. 


SECTION IV. 

OP MATHEMATICAL AND MORAL REASONING IN REFERENCE 
TO BANKING. 

By Mathematical Reasoning we mean that kind of 
reasoning which is used chiefly in the mathematical 
sciences, as arithmetic, geometry, navigation, &o. By 
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Moral Reasoning we mean that kind of reasoning which is 
used chiefly in the ii\oral sciences, as ethics, politics, 
political econ^fiiy, &c. '*^he first is founded upon truths 
of intuition, such as are known by our own senses, con- 
sciousness, or intellect (see page 6) ; the second has 
reference to truths known to us from experience, analogy, 
or testimony. The first kind of reasoning is called mathe- 
matical, scientific, or demonstrative. The second kind of 
reasoning is called moral, and sometimes probable, or con- 
tingent. The distinction between them is thus stated by 
Dr. Campbell, in his Philosophy of Rhetoric : ” — 

Demonstration is built on pure intellection, and consists 
in an uninterrupted series of axioms. Moral evidence is 
founded on the principles wo have from consciousness 
and common sense improved by experience ; and as it 
proceeds on this general presumption or moral axiom, 
that the Course of nature in time to come will be similar 
to what it has been hitherto, it decides, in regard to par- 
ticiflaBS^.<j^ncerning the future from the past, and con- 
cermhg^tluhgs unknown, from things familiar to us .... 

But that the nature of moral evidence may be better 
understood, it will not be amiss to remark a few of the 
most eminent diflcrences between this and the demon- 
strative. 

The first difference that occurs is their subjects. The 
subject of the one is, as has been observed, abstract inde- 
pendent truth, or the unchangeable and necessary relations 
of ideas ; that of the other, the real, but often changeable 
and contingent connexions that subsist among things 
actually existing. Abstract truths, as the properties of 
quantity, have no respect to time or to place, no depend- 
ence on the volition of any being, or on any cause what- 
ever, but are eternally and immutably the same. Take, 
for instance, the following affirmations, ‘ The cube of two 
is the half of sixteen,’ — ‘ The square of the hypotenuse is 
equal to the sum of the squares of the sides,’ — ‘If equal 
things be taken from equal things, the remainders will be 
equal.’ Contrary propositions, as, ‘The cube of two is 
more than the half of sixteen,’ — ‘ The square of the hypo- 
tenuse is less than the sum of the squares of the sides,’ — 



256 


THE LOGIC OF BANKING. 


‘If equal things be taken from equal things, the re- 
mainders will be unequal,’ are chargeable not only with 
falsity, but with absurdity, being inconceivable and con- 
tradictory. Whereas, to these truths which we acquire by 
moral evidence, ‘ Csesar overcame Pompey,’ — ‘ The sun 
will rise to-morrow,’ — ‘ All men will die,’ the opposite 
assertions, though untrue, are easily conceivable, without 
changing, in the least, the import of the words, and there- 
fore do not imply a contradiction. 

‘‘The second difference I shall remark is, that moral 
evidence admits degrees, demonstration does not. This 
is a plain consequence of the preceoling difference. Essen- 
tial or necessary truth is incompatible with degree. In 
moral reasoning we ascend from possibility, by an insen- 
sible gradation, to probability, and thence, in the same 
manner, to the summit of moral certainty. On this 
summit, or on any of the steps leading to it, the conclu- 
sion of the argument may rest. Hence the result of that 
is, by way of eminence, denominated science ; and the 
evidence itself is termed scientific. 

“ The third difference is, that in the one there never can 
be any contrariety of proofs ; in the other, there not only 
may be, but almost always is. If one demonstration were 
ever capable of being refuted, it could be solely by another 
demonstration, this being the only sort .of evidence adapted 
to the subject. But to suppose that contraries are 
demonstrable is to suppose that the same proposition is 
both true and false, which is a manifest contradiction. 
Consequently, if there should ever be the appearance of 
demonstration on opposite sides, that on one side must be 
fallacious and sophistical. It is not so with moral evidence, 
for, unless in a few singular instances, there is always real, 
not apparent evidence on both sides. There are contrary 
experiences, contrary presumptions, contrary testimonies, 
to balance against one another. In this case, the proba- 
bility, upon the whole, is in the proportion which the 
evidence on the side that preponderates bears to its 
opposite. 

“ The fourth and last difference I shall observe is, that 
scientific evidence is simple, consisting of only one coherent 
series, every part of which depends on the preceding, and, 
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as it were, suspends the following : moral evidence is 
generally complicated, being in reality a bundle of inde- 
pendent proofs. The longest demonstration is but one 
uniform chain, the links whereof, taken severally, are not 
to be regarded as so many arguments, and, consequently, 
when thus taken, they conclude nothing ; but taken 
together, and in their proper order, they form one argu- 
ment, which is perfectly conclusive. In moral reasoning, 
on the contrary, there is often a combination of many 
distinct topics of argument no way dependent on one 
another. Each has a certain portion of evidence belong- 
ing to itself, each bestows on the conclusion a particular 
degree of likelihood, of all which accumulated the credi- 
bility of the fact is compounded. The former may be 
compared to an arch, no part of which can subsist inde- 
pendently of the rest. If you make any breach in it you 
destroy the whole. The latter may be compared to 
a tower, the height whereof is but the aggregate of the 
heights of the several parts reared above one another, 
and so may be gradually diminished as it was gradually 
raised.” 

Mr. Samuel Bailey, in his Theory of Keasoning,” has 
clearly described those mental operations that take place 
in regard to these two kinds of reasoning, — one he calls 
“ demonstrative,” the other contingent.” He ^ives the 
following illustrations of moral or contingent reasoning : — 

“ I am walking, I will suppose, on the sea-shore ; and 
perceiving a quantity of sea-weed lying on the beach, while 
the water is at the moment a quarter of a mile from it, I 
conclude that the tide has ebbed, and left the weed where 
I perceive it lying. 

I notice the print of a small foot on the sand, and I 
feel pretty sure that it was made by a child. 

I look upon the multitude of gay people walking 
along the beach, and I am struck with the thought that 
sooner or later, and, at the latest, in no very long period, 
they must all die. 

I observe the sun to be exactly on the meridian, and 
I calculate that at a place where a friend of mine resides, 
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15 degrees in longitude to the west of my positio^i, it is 
just eleven o’clock. 

“ The facts which determine the mind to the belief, or 
lead it to the discernment of other facts not immediately 
manifest, are usually si^oken of under the designation of 
evidence or proofs ; and when expressed in propositions 
preceding a conclusion, under that of premises. 

^^^To reason is to go through proofs or evidence for or 
against any alleged fact. Frequently the fact alleged or 
expressed in the conclusion is placed before the mind first, 
and the proof is adduced to substantiate it ; but it also 
frequently happens, in the course of reflection, that a fact, 
or combination of facts, leads the mind to the belief or to 
the discernment of a fact before unknown, which is then 
seen in its logical place as the conclusion. 

‘‘For such inferences one condition is always necessary. 
The reasoncr must have been acquainted with a similar 
case or similar cases. We are determined to the belief of 
an unobserved fact by having observed or known a similar 
fact to have taken place in similar circumstances. Tt is 
this resemblance in the cases which leads us to infer that 
unobserved events have happened, are happening, or will 
happen.” 

The above refers to moral or contingent reasoning. The 
following is a description of mathematical or demonstrative 
reasoning : — 

‘‘There is, however, another mental operation to be noted, 
which consists not in our being led to believe, or in our 
inferring from what we perceive and know, something else, 
neither perceived nor known; but in our being led to dis- 
cern some fact, not directly manifest, through the medium 
of some other fact or facts in which it is implied. 

“The lines a and b are respectively equal to c, and 
therefore they are equal to each other. Here the mind 
observing successively the equality of a to o, and that of 
B to 0, is thence led to discern the mutual equality of 
A and B, which is not self-evident or immediately dis- 
cernible from the inspection of a and b alone. It is plain 
that in reasoning of this second species, which is with 
great propriety termed demonstrative, we intuitively dis- 
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cern, at each step, that one fact implies another, and discern, 
too, that a denial of the implied fact involves a contradic- 
tion. But demonstrative reasoning is not confined to the 
science of quantity. It is to be found in all departments 
of human knowledge. Whenever the mind discerns one 
fact to be implied in another, or the exclusion of a fact to 
be implied in another fact, it reasons demonstratively, 
whether they are facts of quantity or otherwise. Examples 
of this truth might be multiplied without end, but the few 
which follow will bo sufficient for illustration. That por- 
trait is a striking likeness of two different persons ; there- 
fore they must resemble each other. The two litigants 
cannot both be the exclusive owners of the property in 
dispute j therefore one of them must be urging a wrong 
claim. The traveller who was attacked had no money 
with him; therefore he could not be robbed of a large 
sum as reported. The planets arc opaque bodies ; there- 
fore they must shine by light derived from an external 
source. Under this species of reasoning must be ranked 
that which is usually denominated syllogistic, but which 
I shall venture to call class-reasoning, because perfect 
specimens of it, as I shall hereafter show, are found in the 
form of enthymemes.” 

Mr. Bailey further states that these two kinds of reason- 
ing are often intermingled : — 

It seems necessary, in order to complete our survey of 
the two great divisions of the subject, to advert more par- 
ticularly to a circumstance already indicated in some of 
the examples introduced into the preceding exposition ; 
viz. that demonstrative reasoning, even when non-syllo- 
gistic, is by no means confined to mathematics or the 
science of quantity ; but it is perpetually intermixed with 
contingent reasoning on matters of a moral or a physical 
nature. 

This might be exemplified by a thousand instances in 
common life. Take, for example, the course pursued by 
an advocate in defending his client from a criminal accu- 
sation. If he relies, as he is sometimes compelled to do, 
upon testimony to his client’s charactef’, the argument is 
purely contingent : he attempts to establish the moral 
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excellence of the man, and then infers that a person of 
such estimable qualities would not be likely to commit the 
offence of which he is accused. But if, instead of this, he 
endeavours to prove an alibi, the logical procedure is 
altered. The crime (we will suppose) was committed in 
London, and he produces several credible witnesses who 
swear, that at the very moment when the deed was per- 
petrated, they saw the accused in Edinburgh. In this 
hypothetical case the reasoning of the defence is mixed. 
When from the number, and respectability, and concur- 
rence of the witnesses, the advocate infers that their testi- 
mony is true, he employs a contingent argument ; but 
when he proceeds further, and concludes from the attested 
fact of his client’s being in Edinburgh that he could not 
have committed a crime at the same moment in London, 
this step in the reasoning is demonstrative.” 

These quotations from Dr. Campbell and Mr. Bailey will 
have given us a clear idea of the nature of mathema- 
tical and of moral reasoning. Wo will now trace their 
application to banking. As banking is one of the moral 
sciences, (a portion of the science of Political Economy,) 
the kind of reasoning most generally employed is that 
which is called moral. But, as Mr. Bailey observes, in all 
our reasonings there is usually a mixture of these two 
kinds of reasoning; and hence much mathematical rea- 
soning will be found applicable to our reasonings about 
banking. We will give a few examples. 

Mathematical Truths. — Two and two make four ; 
twelve pence make a shilling, and twenty shillings 
make a pound ; a light sovereign is not so heavy as one 
that is of full weight. A banker who receives only ten 
shillings in the pound on the amount of a bill that he has 
discounted, will lose ten shillings in the pound. The dis- 
count of a bill charged at five per cent, will be more than 
if discounted at four per cent. The total of a column of 
figures will be equal to the sum of all the particular items. 
If in trying the balance at night the two sides of the 
balance-sheet are not equal, then some error has taken 
place during the day. If the account in a customer’s book 
does not correspond with the account in the banker’s ledger, 
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one or both must be incorrect. If during the year the 
banker’s losses are more than his profits, he will not be so 
rich at the end of the year as he was at the beginning. If 
a man has put his money into a bank, it cannot be stolen 
out of his house. 

Moral Truths. — Banking institutions are useful to the 
public. When nations, or individuals, exchange their com- 
modities with each other, it is useful to have some one com- 
modity as a medium of exchange — it is necessary that this 
medium should be capable of subdivision, so as to be able to 
express small quantities as well as largo ones. — When these 
transactions become numerous, it is useful to have a class 
of men part of whose business shall be to exchange small 
coins for large ones. — It is also useful that these men 
should sometimes lend sums for a certain time to those 
people who have occasion to borrow. — It is also useful to 
those people who have sums for which they have no imme- 
diate use, to bo able to place them for security and con- 
venience in the hands of bankers. — If a banker receives 
from a number of individuals a large amount of money, 
ho may employ a portion of it in loans to other parties ; 
for although the whole may be repayable on demand, yet 
it is not probable that the whole will be demanded at 
any one time. — As a banker gets interest for what he lends, 
he may be able to allow interest on a portion of what he 
borrows. 

To show the intermixture of mathematical and moral 
reasoning, in a case of banking, we will take Mr. Bailey’s 
own example : It is an obvious proposition, that nothing 
can be in two distant places at the same time. Now this 
bill of exchange, during the whole of the day on which it 
fell due, was in London ; therefore, it could not on that 
day have been presented for payment at Edinburgh. Here 
is an obvious conclusion, and the two propositions and 
the conclusion put together form a mathematical argu- 
ment, and are an example of mathematical reasoning; 
But a party to a suit with reference to the above argu- 
ment may say, — ** I admit your first proposition — that is 
plain enough ; but I deny that the bill in question was 
during the whole of that day in London. That is a ques- 
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tion of fact, which can only be proved by witnesses ; and I 
contend that your witnesses are either dishonest or mis- 
taken, or had not the means of information.” Here we 
have to prove a question of fact by means of witnesses. 
Here are no truths of intellect; no self-evident propo- 
sitions. Here we have to investigate circumstances and 
weigh probabilities; and though the conclusion may be 
equally satisfactory, the mode of proceeding is very dif- 
ferent from that followed in mathematical reasoning. 
This is called moral reasoning. 


SECTION V. 

OF INDUCTIVE AND DEDUCTIVE REASONING IN REFERENCE 
TO BANKING. 

We have explained the nature of induction and deduc- 
tion at page 122 , In farther explanation, we make the 
following quotation from Mr. MilFs ‘^System of Logic 
Katiocinative and Inductive — 

Reasoning,” says Mr. Mill, in the extended sense in 
which I use the term, and in which it is synonymous with 
inference, is popularly said to be of two kinds : reasoning 
from particulars to generals, and reasoning from generals 
to particulars; the former being called induction, the latter 
ratiocination or syllogism. 

When, from the observation of a number of individual 
instances, we ascend to a general proposition, or when, by 
combining a number of general propositions, we conclude 
from them another proposition still more general, the pro- 
cess, which is substantially the same in both instances, is 
called induction. 

The conclusion in an induction embraces more than is 
contained in the premisses. The principle or law collected 
from particular instances, the general proposition in which 
we embody the result of our experience, covers a much 
larger extent of ground than the individual experiments 
which are said to form its basis. A principle ascertained 
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by experience is more than a mere summing up of what 
we have specifically observed in the individual cases that 
we have examined ; it is a generalisation grounded on 
those cases, and expressive of our belief, that what we 
there found true is true in an indefinite number of cases 
which we have not examined, and are never likely to 
examine. 

In every induction we proceed from truths which we 
knew to truths which we did not know ; from facts certi- 
fied by observation to facts which we have not observed, 
and even to facts not capable of being now observed ; 
future facts, for example ; but which we do not hesitate 
to believe upon the sole evidence of the induction itself. 

^‘Induction, then, is that operation of the mind, by 
which wo infer what wo know to be true in a particular 
case or cases, will be true in all cases which resemble the 
former in certain assignable resj^ects. In other words, 
induction is the process by which we conclude that what 
is true of certain individuals of a class is true of the whole 
class, or that what is true at certain times wiU be true 
under similar circumstances at all times.” 

It will thus be seen that induction infers laws from 
facts, and proves the existence of causes by tracing their 
effects, while deduction derives facts from laws and infers 
effects from their causes. In inductive reasoning the proof 
is from the parts to the whole ; in deductive reasoning it 
is from the whole to the parts. 

Deductive reasoning is often expressed in the form of 
syllogism. A syllogism consists of three propositions : the 
major, the minor, and the conclusion. The major propo- 
sition is usually, the general proposition from which the 
argument is derived. The minor proposition is placed 
second, and shows in what way the genera]^ proposition 
bears upon the particular proposition which is to be 
proved. The third proposition the conclusion, or the 
deduction from the two preceding propositions. This 
deduction should be so obvious that, admitting the two 
preceding propositions to be true, there can be no doubt 
of the truth of the conclusion. For example, the following 
is an argument expressed in the form of a syllogism ; — 
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1. A hank that has a large amount of deposits must 
stand high in public estimation : 

2. The London and Westminster Bank has a large 
amount of deposits ; 

3. Therefore, the London and Westminster Bank must 
stand high in public estimation. 

These two propositions, the major and the minor, have 
not derived these titles from the circumstance of one being 
placed first and the other second, but from quite a dif- 
ferent cause. In a syllogism there are three terms as 
well as three propositions. These terms are called the 
major, the minor, and the middle term. The major term 
is the predicate of the conclusion — thus, in the above 
syllogism, “ must stand high in public estimation,” though 
it is composed of several words, is called the major term. 
The minor term is the subject of the conclusion — thus, the 
‘‘ London and Westminster Bank,” in the above syllogism, 
is the minor term, and has a largo amount of deposits,” 
is the middle term. The middle term is called the argu- 
ment, and is the term which is introduced to prove the 
connexion between the two terms of the conclusion. The 
middle term appears in both the first two propositions, 
but does not appear in the last. The major proposi- 
tion is that in which the major term is united with the 
middle term. The minor proposition unites the minor 
term and the middle. In the above syllogism the middle 
term is in italics. 

The major and minor propositions are always presumed 
to be true ; and the object of the syllogism is to show 
more clearly that the conclusion is legitimately deduced 
from these two propositions. When the conclusion is 
thus placed last, the first two propositions are called pre- 
misses, and the conclusion is called an inference or a 
deduction. When in our reasonings we place the con- 
clusion first, it is called a proposition to be proved, and 
the minor term becomes the argument. The above 
syllogism may be changed thus — 

The London and Westminster Bank stands high in 
public estimation. How do you prove this? It is proved 
by the large amount of its deposits. 

This mode of stating the argument is quite as conclusive 
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as the syllogism, and is quite as much a deductive argu- 
ment. In conversation this is the usual mode of reasoning ; 
and when we wish to distinguish it from the syllogism, we 
call it an enthymeme. It may be expressed in various 
ways — as, the large amount of deposits in the London and 
Westminster Bank shows that it stands high in public 
estimation. Seeing that the London and Westminster 
Bank has a large amount of deposits, it must stand high 
in public estimation. That the London and Westminster 
Bank stands high in public estimation is proved by the 
large amount of its deposits. * 

Banking has a collection of general principles ; that is, 
of truths which have been established by evidence, and 
are capable of universal, or, at least, of general application. 
These truths can be specified, and defined, and arranged 
*in a systematic order j and when so arranged, they consti- 
tute the science of banking. This science, as wo have 
stated, is not a mathematical, but a moral science. Its 
general principles are not truths of intuition; they are 
not demonstrated by the evidence of the senses, or of 
consciousness, or of the intellect. They rest, like the 
general principles of other moral sciences, upon the evidence 
of experience, analogy, and testimony. Its general prin- 
ciples are, in the first instance, discovered, and proved by 
induction. But in the application of these principles to 
individual cases we use deduction. Still, in the practical 
details of banking, as well as in establishment of its general 
principles, we have often occasion to reason by induction. 

The general principles of banking, we stated, were dis- 
covered and established by induction. The first bank that 
was established was an experiment. Its success led to the 
establishment of another, and that of another, and so on, 
until the success of these few banks led to the belief that 
all banks that should hereafter be established and con- 
ducted in the same way would also be successful. The 
quotations from our own writings, inserted in this work, will 
have shown the reader the rise and progress of the various 
principles of banking. For a summary of these principles, 
we may refer more particularly to the section on “Banking 
as a Science.” I have said that these principles are first 
discovered and proved by induction, but their application 
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to individual cases is made hj deduction. Take the fol- 
lowing illustration : — 

All well-managed joint-stock banks are successful when 
they have plenty of good business ; 

Yonder town, which is now without a bank, would 
supply plenty of good business to any well-managed joint- 
stock bank that might be established there : 

Therefore, a well managed joint-stock bank would be 
successful if established in that town. 

Here, it is obvious to common sense — the only umpire 
to which we can appeal — that the conclusion is a legiti- 
mate deduction from the two preceding propositions, which 
we call the premisses. But by what process shall we 
prove the truth of these two propositions ? The first, or 
major proposition, as it is called, is not a truth of intui- 
tion^ nor can it be deduced from any mathematical or 
self-evident propositions. We believe that all such banks 
will prosper under such circumstances, simply because 
they usually have done so. It is a moral truth, resting 
upon the evidence of experience, analogy, and testimony, 
and proved by a process of induction from some known 
and established facts. But were we called to prove the 
truth of the second proposition, we must take another 
course. We might say : This town has many wealthy inha- 
bitants who would deposit large sums in the bank ; it has 
many manufacturers and traders who would bring their 
bills for discount to the bank ; it has a great deal of 
internal trade which would circulate a large amount of 
bank-notes ; and it has large transactions with other towns, 
and would require to make remittances in bank-bills, or 
would have to make payments through the bank to its 
connexions in London or elsewhere. Now these are statis- 
tical facts to be proved by observation and inquiry, and, 
if proved, we then infer that such a town would supply 
good business to such a bank. Having thus established our 
premisses, we arrive by the ordinary process to the con- 
clusion, that such a bank would prosper in that town. 

But it is not merely in the establishment of the 'general 
principles of banking that we make use of induction ; we 
use it also frequently in the discussion of the practical 
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details. The following is an example of inductive reasoning 
in practical banking : — All the bills I have discounted for 
that man, and which have become due, are unpaid ; there- 
fore, all the bills I have discounted for him, and which 
are not yet due, will also be unpaid. 

It will be perceived, that this argument is not conclusive. 
The bills that are not yet due may be paid. Inductive 
reasoning is conclusive only in regard to individual cases 
when all the individuals have the same attributes. This 
is the case in the physical sciences. In moral reasonings 
this uniformity does not always exist. But the force of 
the reasoning is strengthened in proportion to the number 
of cases from which we draw our inferences. Thus, I have 
one bill unpaid, and I infer that all the other bills I hold 
upon the same party will also be unpaid ; I have a second 
bill unpaid, and I am strengthened in my inference ; I have a 
third bill unpaid, and this again is a farther proof, and so on. 

A banker also reasons by induction when from one act 
of duplicity he infers that his customer is a man not to be 
trusted ; from one breach of promise refuses to take his 
word again, or from one act of folly pronounces the partj^ to 
be insane. Also when he declines to discount any more bills 
on a party because he holds one that is dishonoured ; or 
when he refuses to grant a new loan because the applicant 
was not punctual in paying tho last. In all these cases 
the banker reasons upon the principles of induction. His 
conclusions are wider than the premisses. The inferences 
may be unwarranted upon the principles of scholastic 
syllogism, but they are warranted upon the principles of 
common sense. And the more prompt a banker is in 
drawing correct conclusions from such premisses, and the 
more firmly he adheres to the conclusions he has thus 
derived, the more successful will he be in the management 
of his bank. 

We shall conclude this section by stating the following 
examples of erroneous induction : — 

Tho directors of a public company have been accused of 
‘‘cooking their accounts;” therefore, the directors of all 
public companies are in the habit of cooking their accounts. 
Sir J ohn Dean Paul made a great profession of religion, 
and yet misappropriated the securities placed in his hands 
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by his customers ; therefore, all bankers who make a pro- 
fession of religion will act in the same way. All the prin- 
cipal officers in the banks of Scotland are good bankers ; 
therefore, every man in Scotland is born a banker. Some 
of our most successful English banks have been managed 
by Scotsmen ; therefore, Scotsmen know how to manage 
joint-stock banks better than Englishmen. A few instances 
have occurred of parties, who had never been in a bank 
before, becoming good managers; therefore, merchants, 
manufacturers, officers in the army, and country gentle- 
men, are as likely to be good bank-managers as those who 
have been trained to the business. Some very efficient 
and successful managers have received very inadequate 
salaries; therefore, a liberal salary has no effect in in- 
creasing the efficiency of a manager. I was detained a 
long time at the bank when I went to receive payment of 
a cheque ; Ijherefore, all the cashiers in that bank are very 
slow, and very inattentive to the convenience of the public. 
One of the clerks has robbed the bank ; therefore, all the 
clerks are dishonest, and ought to be treated with suspi- 
cion. One of the directors has been gambling in shares 
on the Stock Exchange ; therefore, all the directors are 
engaged in reckless speculation. Several joint-stock banks 
have declared dividends out of their capital; therefore, 
the dividends of all the joint-stock banks are paid out of 
their capital. All the joint-stock banks that have hitherto 
been established in Loudon have been very successful ; 
therefore, all the joint-stock banks that may hereafter be 
established in London will be equally successful. The 
importations of gold have sometimes been attended with a 
general advance in the prices of commodities ; therefore, 
all importations of gold will be attended with a general 
advance of prices. When the market-rate of interest has 
been high, the prices of the funds have often been low; there- 
fore, in future, whenever the rate of interest is high, the 
funds will be low. The Act of 1844 was suspended in the 
pressure of 1847 ; therefore, in every future pressure it 
will again be suspended. That writer has expressed some 
erroneous opinions in regard to the Act of 1844 ; there- 
fore, none, of his opinions on any subject are worthy of the 
slightest consideration. 
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THE APPLICATION OP THE FIRST CLASS OP THE 

PRINCIPLES OF REASONING TO THE ART AND THE 

SCIENCE OF BANKING. 

The first class of the principles of reasoning, as we have 
stated at page 29, are : — 1. The relation of subject and 
attribute. 2. The relation of a whole and its parts. 3. 
The relation of genus and species. 4. The relation of cause 
and effect — physical causes. 5. The relation of cause and 
effect — moral causes. 6. The relation of cause and effect 
— conditional causes. 7. The relation of cause and effect — 
final causes. In this part of our work we propose to con- 
sidef the application of these principles of reasoning to the 
art and the science of banking. 

I have also observed, at page 22, that, to reason well, 
we must understand the question that we reason about. 
There are numerous ways in which we may mistake the 
question. We may mistake the meaning of the words or 
the nature of the inquiry, or mistake one question for 
another ; and hence we may be led into erroneous conclu- 
sions respecting the subject of investigation. An error of 
this kind is called, by scholastic logicians, ignorantia 
elenchi — a mistake of the question. 

Sometimes we are led into erroneous conclusions from 
mistaking the meaning of the words. Thus, when we are 
told, by the Act of 1844, that any increase in the circulation 
of the Bank of England will be attended by an increase in 
the amount of her gold, we may conclude that when the 
Bank of England increases her circulation, by the payment 
of the public dividends, she at the same time increases her 
gold ; when we see that some of the London joint-stock 
banks announce, in their advertisements, that they give 
interest on current accounts, we may infer that every one 
who keeps a current account with these banks receives 
interest upon the daily amount to his credit ; and when 
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we observe that the Bank of London heads its prospectus 
with the words, “ Empowered by Boyal Charter,” we may 
suppose that all the shareholders in the Bank of London 
have only a limited liability. But we have been led into 
these incorrect conclusions and inferences in consequence 
of mistaking the meaning of the words ; for, in the first 
instance, the word ‘‘circulation” denotes the circulation 
of the issue department, and not the amount of the notes 
in the hands of the public. The interest on the current 
accounts given by some joint-stock banks in London is not 
upon the amount of the daily balance, but upon the lowest 
balance to the credit of the account on any one day in the 
month, and then only upon certain conditions. And all 
the joint-stock banks, formed since the year 1844, are com- 
pelled to take charters; but these charters do not limit the 
liability of the shareholders. 

These errors or fallacies that arise from a mistake of the 
question, either in regard to facts or doctrines, are not 
properly errors in reasoning, but rather errors in appre- 
hension. For example : I am offered a bill for discount, 
and I reply. This bill can’t be done, for it is drawn at six 
months’ after-date. But on looking at the date, I observe 
it was dated three months ago, and it has now only three 
months to run ; I then revoke my decision, and say it may 
be discounted. Here, then, was no error in reasoning; 
my reasoning was sound from the facts as I supposed them 
to be ; but I was wrong in my conclusion because I was 
wrong in my facts. So, if I hear that a joint-stock bank 
has got into' difficulties, I may hastily infer that great 
blame is attached to the manager; but if I afterwards 
learn that the manager had repeatedly wanied the direc- 
tors that the course they wegre pursuing would end in 
difficulty, but that his advice was disregarded, I then find 
I was wrong in my judgment, not from any error in my 
reasoning, but from want of information in regard to the 
facts. 

Sometimes we mistake the nature of the question itself. 
When some writers wished to prove the expediency of 
establishing a sole bank of issue, they have attempted' to 
prove that the Queen has the exclusive right to issue notes. 
This is a mistake of the question ; for the point in dis- 
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piite is not the constitutional right of the Queen, Lords, 
and Commons, to establish a government currency, but 
the wisdom and expediency of their doing so. So the 
clearing bankers thought it a sufficient reason for excluding 
the joint-stock banks for twenty years from the clearing- 
house, to say they had a right to exclude them. Many 
people have a legal right to do what it would not be just, 
wise, or expedient for them to do. In the application of 
general principles to particular cases, we sometimes con- 
fine ourselves to the discussion of the general principles 
about which there is no dispute, and omit the application 
to the particular case, which, in fact, is the only question 
at issue. A customer will charge his banker with want 
of liberality, and enlarge upon the propriety of bankers 
being liberal ; but he will avoid mentioning the details of 
the transaction in which he alleges this want of liberality 
has been manifested, as that might condemn himself. 
Sometimes this fallacy is manifested by a mistake of the 
desigjn or object of a measure. Thus, with reference to a 
surplus fund, it has been asked, Has not the bank a large 
paid-up capital 1 It is not well established in public con- 
fidence j what, then, can it want of a surplus-fund T’ 
Now, the design, of a surplus-fund is not to increase the 
public confidence, but to equalize the dividend to the 
shareholders. These questions, therefore, were mis-di- 
rected. But this mistake has led to farther erroneous 
reasoning. It has been contended, that the larger the 
capital, the less should be the surplus fund; and the 
smaller the capital, the larger the fund. This would natu- 
rally follow the erroneous impression that the fund was 
designed to increase the public confidence. But if the 
fund be designed to meet occasional losses, then the larger 
the capital, the larger should be the fund ; for with a large 
capital the transactions will be larger, and the amount 
of losses proportionably great. 

Sometimes a person will manifest his mistake of the 
question by the answer he gives to it. For example : I 
ask if I may safely advance money upon the debentures of 
a certain railway ; I am told that the chairman of the 
board of directors is a most respectable man. This is not 
an answer to my question. A customer wishes to borrow 
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money of me to enable him to engage in a new specula- 
tion, and when I ask for the particulars of the project, he 
assures me he has no intention to deceive me. I believe it ; 
but that is not the question. I want to know, if the 
speculation should fail, how he will repay the loan. 

Sometimes a mistake of the question is manifested by 
the mode in which it is discussed. A person may mistake 
his own inference from a question for the question itself. 
Thus, if I say, I think a system of joint-stock banks is 
better for a nation than a system of private banks, the 
party exclaims. Then you wish all the private banks to be 
suppressed ! And he goes off into a train of reasoning to 
prove the evils that would result from a legal and imme- 
diate suppression of all the private banks. But in this 
case he has mistaken the question. He has been arguing 
against his own inference, not against the original propo- 
sition. 

Another form of mistake is called petitio prmcipiiy or a 
begging of the question, and consists in assuming as. true 
the thing in dispute. Thus : when writers attempt to 
prove that the currency ought to be regulated by the 
foreign exchanges, by stating that a paper-currency ought 
to be made to fluctuate in the same way as a metallic-cur- 
rency would fluctuate, they are guilty of a petitio principii, 
for this is begging the question. The reason assigned in- 
volves the very question in dispute. Sometimes a petitio 
principii is denoted by a single word. Thus : we may be 
told that a banker ought not to speculate in the funds. 
Here it is assumed that an investment in the funds is a 
speculation. It is so when a banker intends merely to 
make a profit by an advance in the price. But when he 
invests in the funds, in order to have at all times available 
assets to meet the demands of his business, it is no specu- 
lation. So, a banker should not loch up his funds in 
railway debentures — it is assumed that an investment in 
railway debentures is a ‘Hock up.” A banker is said to 
“look up” his funds when he makes an advance upon 
inconvertible security ; but when railway debentures are 
readily saleable in the market, they are not inconvertible, 
and the investment is not a “ lock up.” 

We must , endeavour to avoid these mistakes by careful 
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definitions and correct analyses and classifications. We stall 
then be in a position to reason correctly from the “ Prin- 
ciples of Keasoning ” we have enumerated, and to which 
we shall more minutely refer in the following sections. 


SECTION I. 

THE RELATION OF SUBJECT AND ATTRIBUTE APPLIED TO 
BANKING. 

There are two modes of reasoning from the relation of 
subject and attribute. In one, we have to show that a 
certain subject has a certain attribute. In the second, 
from the fact that a certain subject has a certain attribute, 
we draw an inference respecting, either the subject or the 
attribute, or employ the assertion to prove another pro- 
position. The following is an example of the first : — 

This merchant is very speculative.’' This proposition 
may be doubted ; and hence we should weigh in our mind 
the various circumstances which have induced us to arrive 
at this conclusion. The following proposition is an example 
of the second form of reasoning : — “ As this merchant is 
very speculative, it would be imprudent in his banker to 
lend him any money.” Here the relation of subject and 
attribute is assumed as established, and we have only to 
examine the soundness of the inference. The argument 
stands thus : — 

It is imprudent in a banker to lend money to specula- 
tive merchants ; 

This merchant is very speculative : 

Therefore it would be imprudent in his banker to lend 
him any money. 

Sometimes a subject may have two attributes which may 
lead to opposite inferences. A banker is thinking of making 
an investment in Government securities. These securities 
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have two attributes— one is safety, the other is fluctuation 
in price. The one inclines the banker to make the invest- 
ment, the other makes him hesitate lest he should have to 
sell out when the price is low. It is possible that these 
Government securities may at the time have another attri- 
bute. They may yield a rate of interest either higher or 
lower than the rate that can be obtained on other invest- 
ments ; and this attribute, too, will enter into his reason- 
ings, and either incline or disincline him to make the 
proposed investment. (See page 33.) 

The following are examples of inference from the con- 
nexion of the attribute with the subject : — This office is 
very dark ; I must, therefore, get more light. The counter 
is very much crowded; I must, therefore, increase the 
number of cashiers. This bill is drawn on a wrong 
stamp ; it, therefore, cannot be discounted. This cus- 
tomer is not punctual to his promises ; I will, therefore, 
refuse to grant him the loan he desires. This clerk is very 
efficient ; I will, therefore, increase his salary. That in- 
solvent has acted fraudulently ; I will not, therefore, sign 
his release. That town has a good trade ; I think a bank 
would prosper there. All genuine bank-notes have a 
water-mark ; this note has no w^ater-mark : therefore, this 
is not a genuine bank-note. That bank has made no 
profits this year; therefore, this year that bank should 
pay no dividend. 

In the illustrations I have given of this principle from 
my own writings, I have confined myself chiefly to exhibit 
the relation of subject and attribute, without applying it 
to any process of reasoning. In some cases, however, I 
have introduced the inferences to which it leads. I shall 
now notice these illustrations, and point out some of the 
reasonings and applications with which they may be 
associated. 

1. Attributes of a Banker , — I have enumerated some of 
these attributes, and have hence inferred — that to be a 
good banker requires qualities as rare and as important as 
those which are necessary to attain eminence in any other 
pursuit ; and this inference is confirmed by the banks that 
have failed within the last fifty years. It is here pre- 
sumed that these banks have failed chiefly from the 
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bankers not possessing those attributes which would have 
prevented failure. 

2. Attributes of the London and Westminster Banh — 
When this bank was first established, there was no other 
joint-stock bank in London. The attributes enumerated, 
therefore, in the published prospectus were those in which 
it was presumed to have an advantage over the system of 
private banking. These were, the amount of its capital, 
the number of its partners, the declaration of secrecy, the 
prohibition of Christmas-boxes, the taking of commission 
accounts, and the allowance of interest on deposits of both 
small and large amounts. Of course, the argument im- 
plied is, that a bank with these attributes is likely to 
confer greater advantages on the public than any bank 
which is without them ^ and a farther argument implied 
is, that a bank which confers all these additional advantages 
on the public, has a claim to public support. But besides 
these general inferences, there are specific inferences from 
each attribute. 

From the amount of its capital it is inferred, first, that 
the bank presents the most perfect security to the pub- 
lic; and, secondly, that it has the most ample means for 
affording to its customers every reasonable accommodation. 

One argument in its favour as a joint-stock bank is, that 
the customers of the bank, who are also shareholders, are 
able to participate in the profit made by their own account. 

An argument in favour of commission accounts is, that 
they extend the advantage of a banking account to parties 
having moderate incomes, and to those who, in the course 
of their business, find ample employment for their capital. 

An argument in favour of granting interest upon depo- 
sits of lOZ. and upwards is, that it extends the benefits of 
the deposit system, as practised in Scotland, to all classes 
of the community in England. 

An argument in favour of granting interest on large 
sums for short periods is, that it enables trustees and others 
who have money they cannot immediately employ, to 
obtain an interest for it until an opportunity occurs for 
its permanent investment. 

3. Attributes of a Country Private Banh , — ^The various 
attributes mentioned form a description of the business of 
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a country bank. No inference is deduced. But we may 
infer, that banks having these attributes must greatly pro- 
mote the advantage of the districts in which they are 
established ; that great inconvenience would arise from 
any interruption of their operations ; and that such inter- 
ruptions are more likely to arise from the stoppage of the 
banks when the number of partners is limited to six, than 
if the number were more than six. 

4. Attributes of Bills of Exchange. — The first paragraph 
is a definition of a -bill of exchange. The second is a defi- 
nition of some of the names applied to the parties to a 
bill. The last paragraph contains an enumeration of the 
arguments which a banker may discuss when deliberating 
whether he will discount a bill. If all these interrogatories 
can be answered satisfactorily, he will discount it ; if none, 
he will not. But some may be answered satisfactorily, 
and others not. In this case, he will do as we have ad- 
vised at page 34. He will balance the arguments against 
one another, and see which preponderate. It will be 
observed that the reasoning here is not mathematical, but 
moral reasoning. It has nothing to do with numbers or 
triangles, but with the acts of rational beings. 

5. Attributes of Cash Credits. — The first paragraph con- 
tains a definition of a cash credit. The last gives a farther 
explanation, by comparing it with an over-drawn account. 
It is by comparing one thing with another that its peculiar 
attributes are more strikingly exhibited. Here is infor- 
mation without reasoning. No inference is drawn ; but 
many inferences may be drawn, as we have shown in our 
* ‘-Practical Treatise on Banking.” 

6. Attributes of a Speculation. — This quotation was 
written in reply to the accusation : That banks of circula- 
tion have promoted a spirit of speculation. We have 
defined a speculation to be — “ a kind of traffic, in which 
the dealer expects to realize a profit, not by the ordinary 
course of trade, but by the intervention of some fortuitous 
circumstances that shall change the price of the commodity 
in which he deals.” We have stated the circumstances 
by which the price of these commodities may be affected; 
and hence we have inferred that no system of banking 
can prevent speculation. We have farther stated, that 
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speculation has existed in countries where no bank-notes 
circulate ; that speculation existed in this country before 
the establishment of country banks ; and that even now 
the chief seats of speculation are places where the local 
banks do not issue notes. 

We have thus analysed the illustrations adduced from 
our own writings with reference to the relation of subject 
and attribute. If the reader will follow the same course, 
in regard to the illustrations of the other principles of 
reasoning, he will probably increase his knowledge of both 
logic and banking. 

We will now notice a few of the erroneous modes of 
reasoning in connexion with the relation of subject and 
attribute. 

One kind of fallacy is, when the banker assigns to a sub- 
ject an attribute that does not belong to it. For instance, 
he may consider a.bill that he is about to discount has a good 
drawer or a good accepter, or that his customer, for whom 
he discounts it, is a honest and truth-ipeaking man — and 
in all these points he may be wrong. He may have thought 
that Spanish bonds were a good investment— that railway 
shares, with a margin of 25 per cent., were a safe security 
for a temporary loan — or that railway debentures would 
at all times be saleable in the money-market ; and yet, in 
all these points, he may turn out to be mistaken. These 
errors are usually deductions from previous reasonings, and 
arise either from wrong information as to facts or some 
error in the reasoning process. 

Another fallacy is called, by scholastic logicians, 
acddentis, or a sophism, wherein we pronounce concerning 
the nature and essential properties of any subject according 
to something which is merely accidental to it (see page 33). 
So a banker may have purchased consols just before the 
French revolution of 1848, and have been compelled to 
sell out at a loss ; and hence he may infer that all invest- 
ments in the stocks are bad investments. He may have 
purchased exchequer bills in 1853, just before the Chan- 
cellor of the Exchequer reduced the interest to 1^ per 
cent. ; and hence he may have inferred that exchequOr- 
bills are not a proper security for a banker to hold. Or 
he may have discounted a bad bill on a corn-merchant in 
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1847, and hence have determined that he would never 
again discount a bill on a corn-merchant. 

Another fallacy consists in arguing from what is true 
under particular circumstances, to prove it to be true 
absolutely, and under all circumstances. This is called, 
by scholastic logicians, a sophism a dicta secundum quid 
ad dictum simpliciter ; as if a banker should advance 
money upon a life-policy, and the party should die sud- 
denly and the banker get payment of his loan, and he 
should then contend that life-policies are most excellent 
security. Some writers have observed that paper-money, 
in some cases, has been injurious, and hence have inferred 
that all paper-money is injurious. Some joint-stock banks 
have been badly managed, and have failed ; hence, all joint- 
stock banks have been badly managed, and will fail. Im- 
portations of gold, as in the case of Spain, have been 
attended with national decline ; hence, all large importa- 
tions of gold are nationally injurious. 

Another fallacy fc to contend that, because two subjects 
have one common attribute, therefore they are the same 
thing. This fallacy is called, by scholastic logicians, an 
undistributed middle,’* and may be illustrated thus : — 

Gold is yellow 3 

Saffron is yellow : 

Therefore, saffron is gold. 

A transfer of a bank-deposit will discharge a debt ; 

A transfer of bank-notes will discharge a debt : 

Therefore, bank-deposits are bank-notes.* 

Goods may be purchased with capital ; 

Goods may be purchased by credit ; 

Therefore, credit is capital. 

But though gold and saffron agree in being yellow, they 
do not agree in other respects. Though bank-deposits 
and bank-notes will both discharge debts, they have other 
attributes ; and though goods may be purchased, either 
with credit or capital, they have each peculiar functions. 
Notwithstanding their agreement in one attribute, saffron 
is not gold, deposits are not notes, and credit is not 
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There is another fallacy — the reverse of this — 'which is 
called, by scholastic logicians, “an illicit process,” — that is, 
when, because two things are not the same thing, we infer 
they have not a common attribute. The following are 
examples of this fallacy : — 

Gold is yellow ; 

Saffron is not gold : 

Therefore, saffron is not yellow. 

Bank-notes will discharge a debt ; 

Bank-deposits are not bank-notes : 

Therefore, bank-deposits will not discharge a debt. 

Capital will purchase goods ; 

Credit is not capital : 

Therefore, credit will not purchase goods. 

Every branch of trade ought to be free ; 

The issuing of bank-notes is not a branch of trade r 

Therefore, the issuing of bank-notes ought not to be 
free. 

Another mode of erroneous reasoning from the relation 
of subject and attribute is, when we pronounce judgment 
upon a subject from a consideration of only one of its 
attributes. Thus : there are some transactions that can 
be effected more promptly and secretly with a private 
banker than with a board of directors ; therefore, the 
system of private banking is better than the system of 
joint-stock banking. That banker is very courteous in 
his manners j therefore, he is an excellent banker. That 
clerk writes a fine hand; therefore, he is a very good 
clerk. A contrary error is, when we pronounce a judgment 
upon the character of an attribute according to the subject 
with which it is connected. Some excellent bankers have 
made large advances upon bills of lading ; therefore, to 
make advances upon bills of lading is good banking. Some 
eminent joint-stock banks have a small paid-up capital in 
proportion to their liabilities ; therefore, to have a small 
paid-up capital is a wise principle to adopt. That manager 
has been a successful banker ; therefore, the book he has 
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published on banking must be a good book. That states- 
man has great talents ; therefore, his opinions on the 
currency are all sound. 


SECTION II. 

THE RELATION OP A WHOLE AND ITS PARTS APPLIED TO 
BANKING. 

We have, at page 39, viewed this relation in regard to 
arithmetical numbers, physical substances, and moral ideas. 
We shall observe the same order here. 

Those ideas which refer to a whole, in reference to its 
parts, are called, by some logicians, complex or compound 
ideas, while the parts are called simple ideas. But though 
these ideas may be called simple as regards the whole of 
which they form a part, they are, in most cases, themselves 
compounded of other ideas. Thus, the number 25 is a 
part of the number 100, which is thus regarded as a 
whole. But the number 25 consists of twenty* five units, 
and each of these units is composed of fractions. So a 
bank-building is a complex idea, and the building may be 
divided into a number of rooms or offices, which form its 
parts ; and each office may again be divided into compart- 
ments, applied respectively to different kinds of operations. 
So our idea of a good manager is a complex or compound 
idea. It includes the ideas of knowledge, wisdom, expe- 
rience, habits of business, promptness of judgment, talents 
for administration, moral character, &c. ; but each of these 
ideas is compounded of a number of subordinate ideas — 
subordinate, we mean, when considered as parts of a 
whole. 

The four operations of arithmetic may be regarded as 
reasonings from the relation of a whole and its parts. In 
addition we put together two or more parts in order to 
ascertain the whole. In subtraction we take a part from 
the whole to ascertain the amount of the remaining part. 
In multiplication we ascertain the whole that would be 
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made by any given number of equal parts. And by 
division we ascertain how many equal parts of any given 
amount are contained in a given whole. 

The whole most in use with bankers is the number 100; 
for all calculations of interest are made at a certain rate 
'per cent. Now, if the amount of a bill of exchange be less 
than 100, then it contains so many parts of 100 ; and if 
it be more than 100, then 100 is a part of that whole. So, if 
the discount of a bill of 100^. be 5Z., then the amount will be 
more or less than in proportion as the amount may be 
more or less than lOOZ. But the rate of interest is at a 
certain rate per cent, per annum. Here is a new relation 
introduced between a whole and its parts. But few bills 
are drawn for so long a period as a year. And if the dis- 
count on a bill of 100^. for one year be 5^., then the dis- 
count on the same bill for a less period will be a less sum, 
and will bear the same proportion to bl. which the number 
of days the bill has to run bears to 365, — the number of 
days in the year. 

Bankers’ clerks have seldom any occasion to calculate 
the discount of bills, as they can more readily make use 
of an interest- book, where all the calculations can easily 
be found. The operation they most frequently perform 
is addition. This appears to be the most easy ; and yet it 
is found that but few young men, when they apply for 
admission into a bank, can quickly and correctly cast up 
a long column of figures. It would be well if schoolmas- 
ters more frequently exercised their scholars in operations 
of this kind. 

The relation of a whole and its parts with regard to 
numbers frequently engages the attention of a banker. 
When a joint-stock bank is formed, its capital is divided 
into parts, called shares ; and the whole capital will con- 
sist of the amount of each share multiplied by the number 
of shares. By the Act of 1844 no bank can have a less 
capital than 100,000^., and no share can be less than 100^., 
of which half must be paid up before the commencement 
of business. The calling up of more capital on each share, 
the increase of the capital by the issue of new shares, and 
the periods at which the instalments should be paid, are 
topics that in the early stages of a bank frequently occupy 
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the attention of directors. It is also considered what 
part or proportion- of the preliminary expenses should be 
written off every year. When the profits are made, it is a 
matter of consideration what part should be paid to 
the shareholders as dividend, what part as bonus, and 
what part should be added to the surplus-fund. 

It is also often a matter of discussion what part or pro- 
portion of the funds of the bank should be invested in 
Government or other securities, so as at the same time to 
be most secure, most productive, and most available. 

Prosperity sometimes brings its perplexities ; for then 
is to be decided what part or proportion of this prosperity 
should be assigned to the officers of the establishment. 
When managers or other principal officers arc engaged, it 
is usual to have an agreement or understanding that their 
salaries shall increase as the bank may prosper ; but the 
subsequent adjustment of the ratio, when prosperity is 
attained, is not always easily effected so as to please all the 
parties concerned. Sometimes there is an agreement with 
the manager that the increase shall bo regulated by the 
rate of the dividend ; and, in most cases, there is a scale 
for regulating the salaries of the clerks. But even then 
it is usual in prosperous years to make presents, or give 
them bonuses on their salaries. At these seasons of pros- 
perity, too, the shareholders usually consider what increase 
should be made to the salaries of the directors. 

There are other considerations connected with the rela- 
tion of a whole and its parts which are not so agreeable. 
•In case of a dishonoured bill, it is sometimes doubtful 
what part may be recovered and what part may be lost, 
and whether, by proving the debts against all the parties 
to the bill, all the dividends put together will make up the 
whole sum. In examining the balance-sheet of a customer 
who has failed, the banker will notice the liabilities and 
the assets, and what proportion they bear to each other; 
and hence he will calculate how much in the pound he wiU 
get for the amount of his debt. 

A dividend is a sum to be divided, and it usually bears 
a certain proportion or rate per cent, to the capital. But 
some banks declare a dividend (or a bonus^ of so much 
per share instead of so much per cent., and the question 
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arises, what is the rate per cent, of the dividend for the 
capital? Thus, if a bank pays Is. per share when the paid- 
up capital is 10^. per share, what per cent, is the rate of 
the dividend 1 Here the best way is to multiply the paid- 
up capital per share by a number that shall produce 100, 
and then multiply the dividend by the same number. 
This will show the rate per cent. Thus, in the above case, 
10 multiplied, by 10 will produce 100; then 7s. multiplied 
by 10 will produce 70s.; thus the rate is 3| per cent. 
We may reverse this problem and ask, if a bank pays a 
dividend of 3| per cent., how much is that per share upon 
a paid-up share of lOZ. ? Here we observe that lOZ. is one- 
tenth of lOOZ., and we divide 3Z. lOs. — that is, 705. — - 
by 10, and this gives us 7s. per share. 

Hot making a distinction between a whole and a part 
often leads to obscure conceptions and erroneous reasonings 
in regard to matters connected with banking. We recol- 
lect reading a charge against a joint-stock bank in some- 
what like the following terms : — This bank gives 5 
per cent, interest on its deposits, and invests them in 
Government securities, which yield 3| per cent., and pays 
its shareholders a dividend of 10 per cent, out of the 
profits. Wo should like to know how this is done.” The 
facts stated were all correct. The fallacy lay in putting 
a part for the whole. It is clear that if the bank paid 
5 per cent, on the whole of its funds, and invested the 
whole at 3 1 per cent., there could be no profits, but a loss 
of 1| per cent. But the bank in question gave 5 per 
cent, on only a part of its deposits; on another part it 
paid less than 5 per cent., and on its current accounts it 
gave no interest at all. On the other hand, a part only of 
its funds was invested at per cent., and another part 
was employed at 6 per cent. In such a case, therefore, a 
bank with a large amount of deposits might easily pay to 
its shareholders a dividend of 10 per cent, on its capital. 
For though the facts stated in the accusation are true 
with regard to parts of its funds, it would have been 
equally true to say, in regard to other parts, the bank 
borrows money for which it gives no interest, and em- 
ploys it at 6 per cent., and pays upon its oapital a 10 per 
cent, dividend. 
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Statements like the above are not confined to the 
accusers of joint-stock banks. They are sometimes made 
by joint-stock bankers themselves when considering the 
rate of interest to be given to depositors. “ Here we are 
giving 5 per cent, for our money, and investing it at 
per cent. How shall we be able to pay a dividend to our 
shareholders V Here the same reply is applicable — a part 
is taken for the whole. 

The profits of a bank are divisible into parts. The 
gross profits are made by the capital, by the surplus-fund 
(or Rest as it is called), and by the money placed in the 
bank by its customers. But we often hear of ‘‘ the profits 
on the capital,” as though all the profits were made by the 
capital. This has led to some erroneous impressions. It 
is fancied that the surplus-fund is held for the good of 
future shareholders, whereas the profits of the surplus- 
fund are annually divided among the existing shareholders. 
Were the surplus-fund itself to be thus distributed, the 
shareholders could but employ it, and the bank does that 
for them. 

The price of a bank-share in the market consists of 
parts. It is the price of a share of the capital and of a 
share of the surplus-fund. If a bank were to abolish its 
surplus-fund, the price of its shares would of course fall, as 
the bank would, in future years, have less profits to divide. 
If the Bank of England were to distribute its three millions 
of Rest, the dividends would be reduced, and the price of 
bank-stock would of course fall. 

We have stated (page 41), that arithmetical numbers 
and physical substances are more readily and completely 
divided into parts than those subjects or attributes which 
we call moral. Nearly all these ideas are complex, that is, 
they include several other ideas. But as we cannot so 
easily divide a complex idea into all its parts, and it is not 
always necessary that we should do so, we use the words 
imply or include. When we merely mean to say that one 
idea forms a part of another, and we have no occasion to 
enumerate all the other parts, we say that the idea of 
which we speak is included in the whole idea of which it 
is a part. Thus, our idea of an honest man includes or 
implies the idea that when he buys goods he intends to 
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pay for them. Our idea of a man of veracity implies that 
when he brings bills for discount to his banker, and states 
that they are drawn against value, the banker may depend 
upon his word. Our idea of a good banker implies that 
he has a correct judgment of those occasions in which he 
ought to be liberal, and of those in which he ought to be 
cautious. Our idea of a good banker’s clerk implies that 
he writes a good hand, that he is correct in accounts, 
that he is quick in performing his operations, that he can 
readily pass from one employment to another, and can 
analyse his accounts, and clearly exhibit a full statement 
of any account that may be required of him. A complete 
idea would also include certain moral ideas, as punctuality 
of attendance in the morning, application, perseverance, 
prompt obedience to the instructions of his superiors, and 
propriety of conduct towards all his colleagues and the 
public. Sometimes our reasonings are erroneous from 
omitting some ideas which are parts of the whole. The 
idea of a shareholder in a joint-stock bank, in the minds 
of some persons, includes the idea of a man who gets 
shares at par, goes every half year to receive his dividends 
and bonuses, and attends the general meeting of share- 
holders for the purpose of censuring the directors and 
managers for not making larger profits; but it does not 
include the idea of keeping his own account at the bank, 
or the doing of anything towards making those profits he 
is so anxious to receive. Shareholders are not sufficiently 
impressed with the idea that by being also customers 
they increase the profits of the bank. They seem to 
forget that the whole is made up of parts, and that 
every part, however small, contributes to the whole. 
While in the examination of a complex idea we endea- 
vour to ascertain what are the simple ideas which are 
implied or included in it, we should at the same time 
notice what are the simple ideas which are excluded from 
it. Thus, if I examine a piece of gold from Australia, 
and I find that it consists of five parts of pure gold 
and one part of alloy, then I say this is not standard 
gold. The standard gold from which our sovereigns are 
coined consists of eleven parts of pure gold and one 
part of alloy. The presence, therefore, of a larger pro- 
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portion of alloy in the gold before me shows that it is 
not standard gold. So in regard to moral ideas. We 
sometimes include in our idea of the whole more than all 
its parts. Thus, a short time ago, some of our public 
writers always included inefficient managers and fraudu- 
lent directors in the idea of a joint-stock bank, and they 
very naturally wrote vehemently against all such banks. 
At the present time the idea of a London joint-stock 
bank includes, in the minds of some people, the ideas of 
high dividends and large bonuses; whereas in Scotland, 
where the system has most flourished, the banks have 
never paid high dividends. 

We may thus observe that we may adopt three modes 
of erroneous reasoning from the relation of a whole and its 
parts. We may take a part, and reason from it as though 
it were the whole. We may exclude from the whole some 
important idea that should be included in it, or we may 
include in the whole some idea that ought to be excluded. 
As an error of the first kind we may refer to a London 
joint-stock bank, that announces that it conducts its 
business upon the ‘‘ Scotch system of banking,” by which 
it means merely that it grants cash credits. Now, the 
granting of cash credits is only one part of the business of 
banking in Scotland. And were any party to infer from 
the above advertisement that the bank in question re- 
sembled the Scotch banks in every other particular, or that 
the other joint-stock banks in London did in no respect 
resemble the joint-stock banks in Scotland, he might 
arrive at erroneous conclusions. So one of the joint-stock 
banks in London calls itself The London Joint-Stock 
Bank.” If any one were to infer from this title that this 
bank is the only joint-stock bank in London, or that it 
was the first established in the order of time, he would be 
led into an erroneous conclusion. 

The second fallacy is that of excluding or omitting 
iGrom a complex or compound idea some idea which 
ought to be included. Several private bankers stated 
to the Parliamentary Committee of 1832 that a joint- 
stock bank could not be so well managed as a private 
bank, because the directors, who had businesses of their 
own, could not pay so much attention to their bank as a 
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private banker who devoted his whole time to the business. 
Now, the administration of a joint-stock bank includes not 
only a board of directors but also a manager, whose whole 
time is as constantly devoted to the business as that of a 
private banker. But the above witnesses omitted this 
very important idea from the idea of bank-management, 
and hence arrived at apparently very natural, but at the 
same time very erroneous conclusions. 

A third error is adding to the complex idea some idea 
which docs not belong to it. All the joint-stock banks 
formed since the year 1844 are compelled to take charters 
from the crown. A London bank placed at the head of 
its prospectus the words, ‘‘ Empowered by Royal Charter.” 
A public writer, commenting upon some proceedings of this 
bank, stated that it had a charter which limited the liability 
of the shareholders. He included in the idea of charter 
an idea not necessarily connected with any charter, ^nd 
which is expressly excluded by the act of Parliament 
passed with reference to the joint-stock banks formed since 
the year 1844. His reasonings, therefore, so far as they 
rested on this assumption, were built on a sandy foundation. 

We may supply ourselves with a further illustration 
of the fallacy of confounding a part with the whole by 
noticing the collective and the individual functions of a 
board of directors. 

We may observe, first, that every part has not the attri- 
butes of the whole. It is not necessary, nor perhaps pos- 
sible, that every one of the directors should possess all the 
qualifications of the whole board. It is desirable that a 
board should be wealthy, honourable, business-like, influ- 
ential, and have administrative talents ; but it is not neces- 
sary that every one of the directors should possess all these 
qualifications. It is necessary only that the board should 
possess all these qualifications as a whole. One director 
may be wealthy; another may have business talents; 
another may have an extensive acqilaintance with com- 
mercial men, so as to be able to get useful information for 
the manager ; another may have a knowledge of finance, 
and give good advice as to the employment of the 
bank’s funds; another may be influential, and thus bring 
new connexions to the bank ; another may possess dis- 
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crimination of character, so as to excel in the appointment 
of managers and clerks ; another may have a knowledge of 
the forms of discussion, with the talent of speaking, and 
thus make an excellent chairman. It may be found, too, 
that the temperaments and the moral qualities of directors 
are as different as their intellectual attainments and 
pursuits. Some may be cautious, and others specu- 
lative ; some may be economical, and others liberal ; some 
may be discreet, and others imprudent; some may be 
passionate, and others mild; some may argue logically, 
and others the reverse; some may exact from the officers 
of the bank great marks of respect and obsequiousness, 
and others may treat all with kindness and affability. It 
is a conceivable case that a bank may have a good board 
of directors without having a single good director, as the 
imperfections of one director may in the board be coun- 
teracted by the opposite imperfections of another. It is 
also conceivable that the members of a board may indi- 
vidually be most efficient directors, and yet from not 
working well together may be very incompetent as a board. 
But boards so constituted, if they can exist at all, are not 
likely to be of long continuance. 

We may observe, secondly, that every part is included 
in the whole. No individual director can detach himself 
from the responsibility that belongs to the whole body. 
If the bank has been in the habit of cooking the accounts, 
the directors cannot exonerate themselves personally by 
throwing all the blame on the chairman. Nor can any 
director plead as an excuse that he never attended the 
meetings of the board. As a director, it was his duty to 
attend, and to take his share of the duties and respon- 
sibilities of the Board, and not to give the sanction of his 
name to proceedings that he knew nothing about. The 
directors of a public company lent its funds to them- 
selves — all were culprits except one. He stated that 
though he had consented to be a director, he had never 
attended. The shareholders replied, that he had then 
been the cause of all the evil, for, as he was known to be 
an honourable man, had 'he attended in his place as a 
director, the other directors would never have dared to 
propose in his presence the dishonourable proceedings 
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they had adopted. It should be remembered that respon- 
sibility is not only an essential attribute of the whole 
board, but also of every member of the board. 

Wo may observe, thirdly, that a part is not the whole. 
A director is not the board. A director has not the 
authority of the board. He can neither appoint nor 
dismiss any officer of the bank. The bank officers are 
the servants of the board, as a whole, and not the ser- 
vants of any individual director. Nor can he open or 
close an account, or make an arrangement with a cus- 
tomer, or transact any business wdtli him, without the 
authority of the board. Except in special cases, the 
board do not give this power to a director. They usu- 
ally assign these duties to the manager. And when an 
individual director is applied to by a customer, upon 
any business of the bank, he introduces him, or refers 
him to the manager. As a director is not the board, the 
manager has no right to shift from himself upon an indivi- 
dual director the blame or responsibility of an unwise 
transaction (such, for example, as the discounting of a bad 
bill) because he had previously asked the opinion of that 
director. It is often proper that a manager should ask the 
advice of a director upon any subject on which he may have 
peculiar means of information ; but no director, in giving 
such advice, supposes he has taken the place of the manager, 
and released the manager from all further res])onsibility. 
As the director had no individual authority, he had no 
individual responsibility. If the opinion of the director 
was different from the opinion of the manager, then the 
manager ought not to have followed it. And if the opinion 
of the director was the same as that of the manager, 
then it was the manager’s own opinion, and he is as 
much responsible for it as if he had never consulted the 
director. 

The decision of any regularly-convened meeting of the 
board is the decision of the whole, although a majority of 
the directors then present, and who voted for the resolu- 
tion, form a minority of the wdiole board. But any future 
meeting of the board may at any time reverse the decision. 
To prevent such an undesirable proceeding, it is usual to 
summon all the members of the board when any very 

0 
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important question is coming on for discussion : such as 
the choice of a manager, the recommendation of a new 
director, the increase of the capital, the opening of a new 
branch, or the adoption of the annual report. In these 
and similar cases it is always desirable that the decision 
of the board should express the individual opinions 
of a majority, and, if possible, of a large majority of the 
members. It is also advisable that in all cases, which are 
not matters of routine, notice should be given by a mem- 
ber of his intention to bring forward any measure for the 
consideration of the board. Without this precaution, it is 
possible that the board may suddenly adopt resolutions 
which the majority, if present, would disapprove. 

The maxim, that a part is not the whole, will apply 
as much to shareholders as to directors. A shareholder 
is not the bank. The directors are not answerable for 
their conduct to any individual shareholder, but only 
to the shareholders as a whole. No shareholder has a 
right to ask for information as to the state of any party’s 
account, or as to the investments or transactions of the 
bank, or as to the future amount of the dividend. Nor, if he 
be a customer, has he a right to expect that more deference 
or respect would be paid to him, or that he must receive 
accommodation on more favourable terms than if he were 
not a shareholder. Nor has he a right to admonish or 
censure any of the officers of the bank in case he observes 
anything that he disapproves. He has only the same right 
which he would have, were he not a shareholder, of pointing 
out to the manager, in a friendly way, the defects of which 
he complains, and of suggesting any steps by which the 
prosperity of the bank might be promoted. But at the 
general meeting of shareholders an individual may ask 
any questions or propose any motion he thinks proper ; 
and the shareholders, as a whole, may accept or reject any 
proposal submitted to them either by a shareholder or by 
the board of directors. The extent of their power in this 
respect is usually specified in the deed of settlement. 
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SECTION IIL 

THE RELATION OP GENUS AND SPECIES, APPLIED 
TO BANKING. 

This relation, we have stated, denotes the idea of classi- 
fication. In the illustrjttions we have given from our own 
writings, we have referred to classes of public companies, 
classes of hanks, classes of accounts, classes of bills of 
exchange, classes of loans, classes of circulation, classes of 
persons to whom books on banking are useful ; and we 
have referred to the application of general principles, which 
is merely showing that a certain individual case is included 
in a certain class. 

We have stated, at page 50, that the word genus ” de- 
notes a large class ; the word species ” denotes a smaller 
class, included in the large class ; and the mode of reason- 
ing from the relation of genus and species is merely show- 
ing that a certain species is properly classed under a 
certain genus, and then to affirm or deny of the species 
what wo had previously affirmed or denied of the genus. 
This kind of reasoning can be very readily exhibited by 
the means of syllogism. We shall, therefore, state some 
of the rules of class reasoning, and exemplify them in a 
syllogistic form. 

Rule I. — Whatever is affirmed of a class may be af- 
firmed of all the members of that class. 

A large class may consist of a number of smaller classes, 
or of parts of other classes, or of individuals. In either 
case the rule will apply. 

All admnces on inconvertible security should be avoided; 

All advances on mortgage are advances on inconvertible 
security : 

Therefore, all advances oo mortgage should be avoided. 

Whatever creates an additional demand for commodities 
tends to advance their prices ; 

Some issues of bank-notes create an additional demand 
for commodities : 

Therefore, some issues of bank-notes tend to advance 
the prices of commodities. 


o2 
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All who are the founders of a successful hanking institu- 
tion render good service to their country ; 

Mr. James Paterson was the founder of a successful hank- 
ing institution: 

Therefore, Mr. James Paterson rendered good service 
to his country. 

The reader will observe that in the first of the above 
syllogisms, ^^All advances on inconvertible security ” is the 
large class or genus, and advances on mortgage ” are a 
smaller class or species o'f the larger class ; should bo 
avoided ” is the attribute asserted to belong to the larger 
class, and wliich, therefore, according to the rule, may be 
asserted of the smaller class. 

In the second syllogism, ‘‘Whatever creates an addi- 
tional demand for commodities ” is the class or genus ; 
“ Some issues of bank-notes ” is the species contained in 
that genus; and then what is asserted of the class is asserted 
of the members of the class, — “ they tend to advance the 
prices of commodities.” 

In the third syllogism the class is, “ All who are founders 
of a successful banking institution,” and Mr. James Paterson 
being a member of that class, what is asserted of the class 
is asserted of him, — ‘Hie rendered good service to his 
country.” 

It is by no means necessary that these arguments should 
be placed in the form of syllogism, or even of class reason- 
ing. We may say : — All advances on mortgage should be 
avoided, because the security is inconvertible. — Some issues 
of bank-notes tend to advance the prices of commodities 
by creating an additional demand. — Mr. James Paterson 
rendered good service to his country by founding a suc- 
cessful banking institution. 

Rule II. — Whatever is deiifed of a class may be denied 
of all the members of that class. 

Wo hills of exchange that circulate in England are exempt 
from stamp-duty ; 

Foreign bills of exchange circulate in England : 

Therefore, foreign bills of exchange are not exempt from 
stamp-duty. 
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No hrancJi hank has been withdrawn when it was suc- 
cessful : 

Some branches of the Bank of England have been with- 
drawn ; 

Therefore, some branches of the Bank of England have 
not been successful. 

No joint-stock hank that does not issue notes in England 
is excluded from carrying on business in London ; 

The National Bank of Ireland does not issue notes in 
England : 

Therefore, the National Bank of Ireland is not excluded 
from carrying on business in London. 

The reader will observe that in the first of the above 
syllogisms the class is, Bills of exchange that circulate 
in England a portion of that class is foreign bills of 
exchange and then what is denied of the genus is denied 
of the species. 

Ill the second syllogism the class is, Branch banks that 
have been withdrawn some branches of the Bank of 
England ” are a portion of that class ; and then what is 
denied of the class is denied of the species. 

In the third syllogism, “ Joint-stock banks that do not 
issue notes in England,” is the class ; the ^‘National Bank of 
Ireland” is a member of that class; and then what is denied 
of the class is denied of the individual member of the class. 

The reasoning might, as in the former cases, be expressed 
otherwise than by syllogism. We might say : — Foreign 
bills are not exempt from stamp-duty, as they circulate 
in England. — Some branches of the Bank of England have 
been withdrawn, because they were not successful. — The 
National Bank of Ireland is not excluded from carrying on 
business in London, for it does not issue notes in England. 

Kule III. — Whenever the whole of a class possess 
certain attribute, whatever does not possess that attribute 
does not belong to the class. 

All legitimate bills are drawn against value received : 

No kite or accommodation bill is drawn against value, 
received : 

Therefore, no kite oraccommodationbill is alegitimate bilU 
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All the clearing bankers reside in the city of London ; 

Some London bankers do not reside in the city of London: 

Therefore, some London bankers are not clearing 
bankers. 

In the first syllogism the class is, All legitimate bills 
and this class possesses the attribute of “being drawn 
against yalue f and as “ kites or accommodation bill-s’' 
do not possess this attribute, they do not belong to the 
class. 

In the second syllogism the class is, “ All clearing bank- 
ers,’^ who have the attribute of residence in the city^ and 
as some London bankers have not this attribute, they do 
not belong to this class. 

These syllogisms may be thus expressed : — No kite is a 
legitimate bill, for it is not drawn against value. — Some 
London bankers are not clearing bankers, which is shown 
by their not residing in the city, where all the clearing 
bankers do in fact (tiiough not necessarily) reside. 

Rule I V.-t— Whenever the whole of a class is excluded 
from the possession of an attribute, whatever possesses 
that attribute docs not belong to the class. 

No joint-stock bank has so few as six partners ; 

Every private bank has as few as six partners : 

Therefore, no private bank is a joint-stock bank. 

Here the class is, “ Joint-stock banks,” to which is denied 
the attribute of having so few as six partners ; and as all 
private banks possess this attribute, they do not belong to 
the class. 

No well-managed bank has ever stopped payment ; 

Some joint-stock banks have stopped payment: 

Therefore, some joint-stock banks have not been well 
managed. 

Here “ well-managod banks” is the class ; and the attri- 
bute denied to them, “ stopped payment and as some 
joint-stock banks have had this attribute, they did not 
belong to the class. 

Without the syllogism these arguments may be thus 
expressed No private bank is a joint-stock bank, for it 
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has not more than six partners. — Some joint-stock banks 
have not been well managed, which is proved by their 
having stopped payment. 

Rule V. — When the whole of a class possess a certain 
attribute, and the whole or part of the class possess another 
attribute, then some things that possess one of these attri- 
butes possess the other also. 

All joint-stock hanks are founded on sound principles; 

All joint-stock hanks require prudent management to 
ensure success : 

Therefore, some banks founded on sound principles 
require also prudent management to ensure success. 

Some London joint-stock hanks were established with 
great difficulty ; 

All the London joint-stock hanks have been useful to the 
public ; 

Therefore, some Jbanks useful to the public were esta- 
blished with great difficulty. 

All advances to speculative parties are attended with 
great risk ; 

Some advances to speculative parties are ultimately paid : 

Therefore, some advances attended with great risk are 
ultimately paid. 

In the first syllogism the class is, All joint-stock 
banks and as all these banks are founded on sound 
principles, and all require prudent management to ensure 
success, the conclusion follows that some banks, which are 
founded on sound principles, require also prudent manage- 
ment to ensure success. 

In the second syllogism the class is, the London joint- 
stock banks and as some of these were established with 
difficulty, and all have been useful to the public, we infer 
that some banks established with difficulty have been 
useful to the public. 

In the third syllogism the class is, Advances to specu- 
lative parties and as all these advances are always 
attended with great risk, but are sometimes paid, we infer 
that advances attended with risk are sometimes paid. 
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We might state these arguments in the following forms : 
— Some banks founded on sound principles require also 
prudent management to ensure success; such, for example, 
is the case with joint-stock banks. — Some banks useful to 
the public have been established with great difficulty ; take, 
for example, some of the London joint-stock banks. — 
Some advances attended with great risk are ultimately 
paid ; such is sometimes the case with advances made to 
speculative parties. 

Eule VI. — When the whole of a class is excluded from 
the possession of a certain attribute, and the whole or part 
of the class possess another attribute, then some things 
that possess one of these attributes do not possess the 
other. 

J^o joint-stock hank will occasion any loss to its de- 
positors ; 

All joint-stock hanks are liable to make large bad debts : 

Therefore, some banks that are liable to largo bad debts 
will not occasion any loss to their depositors. 

Some hankers are not wealthy ; 

All hankers keep up the appearance of wealth : 

Therefore, some people who keep up the appearance of 
wealth are not wealthy. 

No well-governed hank pays excessive dividends to its 
shareholders ; 

Some well-governed hanks make large profits : 

Therefore, some banks that make large pro-fits do not 
pay excessive dividends to their shareholders. 

Here the classes are respectively, ‘^joint-stock banks” — 
“ bankers ” — “ well-governed banks.” 

These arguments may be stated in the following form : — 
Some banks that are liable to make large bad debts will 
not occasion any loss to their depositors : for example, the 
joint-stock banks. — Some people that are not wealthy keep 
up the appearance of wealth: such is the case with some 
bankers. — Some banks that make large profits do not pay 
excessive dividends to their shareholders : this is the case 
with some banks that are well managed. 
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REMARKS ON THE RULES. 

1. The reader will observe that these six rules are in 
couples which correspond with the three figures^ as they 
are called in scholastic logic, Under the first and second 
rules, the middle term is the subject of the first propo- 
sition, and the predicate of the second. Under the third 
and fourth rules, the middle term is the predicate of both 
the premisses. Under the fifth and sixth rules, the 
middle term is the subject of both the premisses. Here, 
as elsewhere, wo have put the middle term in italics* He 
may also observe that the examples of syllogism given 
under these rules exemplify the different modes^ as they are 
called, or arrangements of propositions under the different 
figures. I have not thought proper to trouble the reader 
with the barbarous names given to these arrangements. 

2. The first and the second of these rules differ only in the 
circumstance that one is affirmative and the other negative. 
They exhibit most dearly the nature of class reasoning, 
and the relation of genus and species. Arguments founded 
upon other principles of reasoning may be brought under 
these rules by changing the form of expression. For 
example, arguments founded upon the relation of subject 
and attribute may, by a change of form* be classed under 
the relation of genus and species. Thus we may say : — 
This bill is a good bill, for it has a good accepter ; or, by 
changing the attribute into a class, we may say : — 

All bills that have good accepters are good bills; 

This bill has a good accepter : 

Therefore, this bill is a good bill. 

So also the relation of cause and effect may be placed 
under the relation of genus and species ; whether the 
cause be physical, moral, conditional, or final. Here we 
change the effect into a class, and it becomes the middle 
term of the syllogism : — 

Every measure that promotes the health of the clerks ought 
to receive attention ; 

The proper ventilation of the office promotes the health 
of the clerks : 

Therefore, the proper ventilation of the office ought to 
receive attention. 

o3 
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All institutions that tend to ensure punctuality in pecu- 
niary engagements ought to be encouraged ; 

Banking institutions tend to ensure punctuality in pecu- 
niary engagements : 

Therefore, banking institutions ought to be encouraged. 

Bills drawn for speculative purposes will not be paid 
unless the speculation succeed ; 

This bill is drawn for speculative purposes : 

Therefore, this bill will not be paid unless the specu- 
lation succeed. 

Further advances made hy a hanker to a customer ^ in 
order to secure payment of a previous debt, often increase 
the ultimate loss ; 

The advance now proposed is one of that description : 

Therefore, the proposed advance will probably increase 
the ultimate loss. 

Under these first and second rules we also place those 
arguments that involve the application of a general rule 
to a particular case. Example : — 

To advance money on hills of lading is contrary to the 
rules of the bank ; 

The present application is for an advance of money on 
hills of lading : 

Therefore, the present application is contrary to the 
rules of the bank. 

3. Under the third and fourth rules the conclusions are 
all negative. But under the third rule a certain attribute 
is affirmed to belong to the class, and under the fourth 
rule the attribute is denied to the class. Hence, under 
the third rule, the major proposition of the syllogism is 
affirmative and the minor negative ; while under the 
fourth rule, the major proposition is negative and the minor 
aflRrmative. In both cases the conclusion is negative. 
Whenever either the major or the minor proposition is 
negative, the conclusion will be negative. These rules 
are substantially the same as that given at page 32, in 
relation to subject and attribute: — If the same attribute 
can be ascribed to one specified subject, and not to 
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another, then we may infer that these two subjects are 
dilFerent from each other.” Thus, in the examples under 
the above rules, we prove that kites are different from 
legitimate bills — that some London bankers are not 
clearing bankers — that private banks are different from 
joint-stock banks — and that some joint-stock banks are 
not well-managed banks ; and these propositions are 
proved respectively because one subject has an attribute 
which the other has not. 

It will thus appear that these third and fourth rules will 
apply to other reasoning besides class reasoning. Both 
these rules may be embodied in one maxim : — Whenever 
the subject and the predicate of a proposition will not 
agree with a third term, they will not agree with each 
other.” Observe ; when two terms are said to ‘‘ agree,” 
it means, that when put together they form an affirmative 
proposition, as : — 

All legitimate bills are drawn against value. 

When two terms are said not to agree,” it means, that 
when put together they form a negative proposition, as : — 

An accommodation bill is not drawn against value. 

And as these two terms, legitimate bills” and “ accom- 
modation bills,” do not both agree with the third or 

middle term,” we infer that they do not agree with each 
other j and, accordingly, we say : — 

An accommodation bill is not a legitimate bill. 

The following are further illustrations of the above 
maxim : — 

An honest man will not engage in an enterprise, the 
profits of which, if successful, will go to himself, and the 
losses, if unsuccessful, will fall upon his creditors ; 

Every speculative merchant engages in enterprises of 
this description : 

Therefore, a speculative merchant is not an honest man. 

A sickly young man should not engage in a laborious 
employment ; 
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The office of a banker’s clerk is a laborious employment : 

Therefore, a sickly young man should not become a 
banker’s clerk. 

4. The fifth and sixth rules differ only in the former being 
affirmative and the other negative. In the former case 
the major and the minor propositions are affirmative, and 
the conclusion, of course, is affirmative. In the latter 
case the major proposition is negative, and this makes 
the conclusion negative. Under both rules the conclusion 
is particular. It refers only to part of a class. This is 
denoted by the word some. These rules are substantially 
the same as that given at page 31, under the head of 
subject and attribute : — “ If any two attributes may be 
ascribed to the same subject, then we may infer that these 
attributes are not inconsistent with each other.” Thus, 
in the first and the last of the illustrations of the above 
rules, we say, it is not incompatible for banks to be 
founded on ijound principles, and yet to require prudent 
management ; nor for banks to make large profits, and 
yet not to pay excessive dividends. 

Although these rules are placed under the head of 
“ Class Reasoning,” the reasoning would bo the same in case 
the attributes were ascribed to an individual. Thus : — 

The Bank of England enforce a strict discipline on 
their clerks ; 

The Bank of England give liberal salaries to their 
clerks : 

Therefore, strict discipline is not inconsistent with 
granting liberal salaries. 

It will also be seen, from the summaries given at page 
29 G, that the arguments under these rules may be expressed 
in the form of examples ; and perhaps tiiis is their more 
natural mode of expression : — 

Lord Overstone was an eminent practical banker : 

Lord Overstone was an eminent writer on banking. 

Under the fifth rule of class reasoning, the conclusion 
would be : — Therefore, some eminent practical banker is 
an eminent writer on banking. Under the rule in refer- 
ence to subject and attribute, the conclusion would be ; — 
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Therefore, to be an eminent practical banker, and to be 
an eminent writer on banking, are not incompatible with 
each other. In the form of example, we should express 
the argument in this way : — It is quite possible for a man 
to be eminent both as a practical banker and as a writer 
on banking ; witness Lord Ovcrstone. 

5. Class reasoning is very easy reasoning. The syllo- 
gisms under the first and second rules, especially, are 
exceedingly obvious. Dr. Whately thinks that the justice 
of the conclusions may be perceived by those persons even 
who do not understand the meaning of the words. But 
though our conclusions may be correct deductions from 
the premisses, they may not be true if the premisses are 
not true ; or the premisses may be erroneously or ob- 
scurely expressed, so as to lead to confusion in the mind 
of the reasoner. The object of syllogism is not to teach 
us howto reason, nor to give increased force to our reason- 
ing, but to place our argument in a clearer light ; so that 
the justice of our reasonings may be more readily perceived 
both by others and ourselves. In constructing our syllo- 
gism, we must have a care that the same words are em- 
ployed in both the premisses and in the conclusion, and 
that these words arc used in the Siime sense. The follow- 
ing violation of the first of these rules occurs in the “ Port 
Koyal Logic,” translated by Mr. Baynes : — 

Whoever suffers those whom he ought to support to 
die of hunger, is a murderer ; 

“ All the rich who do not give alms in time of public 
necessity, suffer those to die of hunger whom they ought 
to support : 

Therefore, they are homicides. 

Here the word murderer is used in the major premiss, 
and homicide in the conclusion. These words are not only 
different, but they have different meanings. Every mur- 
derer is a homicide ; but every homicide is not a murderer. 
A coroners inquest sometimes returns a verdict of ‘‘Justi- 
fiable homicide but there can be no justifiable murder. 

In the following syllogism the words are the same, but 
the meaning is different, and the conclusion is not true : — 
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Whenever the circulation of the Banh of England in- 
creases, her stock of gold increases ; 

The payment of the public dividends increases the cir- 
culation of the Bank of England: 

Therefore, the payment of the public dividends increases 
her stock of gold. 

Whenever a conclusion is legitimately drawn from pre- 
misses, both of which are true, the conclusion must be 
true. A conclusion not legitimately derived from the 
premisses may be either true or false in itself, but it is 
not proved to bo true by the syllogism. The argument 
proves nothing. If a conclusion be legitimate, and yet 
not true, it proves that one or both of the premisses must 
be untrue. In syllogistic reasoning, we most frequently 
reason correctly from the premisses before us, as we under- 
stand them ; and our incorrect conclusions, when they 
occur, usually arise from some error or misconception in 
regard to the premisses. We shall notice a few cases of 
this kind. 

ERRORS IN REASONING, FROM THE RELATION OF GENUS AND 
SPECIES, OR CLASS REASONING. 

1. The first error arises from not regarding the kind or 
degree of universality denoted in the class. 

In some universal propositions the subject is to be 
understood in only a collective sense, as — All these sove- 
reigns amount to a thousand. Others in a distributive 
sense, as — All these sovereigns are full weight ; where we 
refer to every sovereign individually as well as collectively. 
Hence the following syllogism is a fallacy : — 

All the London joint-stock banks have 36,000,000^. in 
deposits ; 

The London and Westminster Bank is a London joint- 
stock bank : 

Therefore, the London and Westminster Bank has 
36,000,000^. in deposits. 

Some propositions have a mathematical, and some only 
a moral, universality. The mathematical universality 
admits of no exceptions, as — All bank directors must hold 
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the number of shares required by the Deed of Settlement — 
No shareholder can transfer his shares without the consent 
of the directors. The moral universality, although gene- 
rally true, admits of exceptions, as — All bank directors 
are wise and honourable men — All banks are useful to the 
public. When wo say, All joint-stock banks are worthy of 
public confidence, we mean, all banks where the principles 
of joint-stock banking are honourably carried out in the 
adnnnistration as well as in the constitution of the bank. 
Hence the following syllogism is a fallacy : — 

All joint-stock banks are worthy of public confidence; 

The Tipperary Bank was a joint-stock bank : 

Therefore, the Tipperary Bank was worthy of public 
confidence. • • 

Sometimes the universality of a proposition is obviously 
restricted by the subject to which it refers. Thus, when 
we say, All bankers acquire wisdom by experience, we do 
not mean absolutely that all bankers acquire wisdom, but 
only that such bankers as acquire wisdom get it by means 
of experience. So when we say, All Scotchmen are good 
bankers, we mean only that all the Scotchmen who are 
bankers are good bankers, not that every man who is born 
a Scotchman is a good banker. Hence the following 
syllogism is a fallacy : — 

All Scotchmen are good bankers ; 

Our gardener is a Scotchman : 

Therefore, our gardener is a good banker. 

2 . Erroneous reasonings sometimes arise from the inde- 
finite meaning attached to the word “ some.” This word 
is usually employed to denote a portion of a species or a 
part of a whole. It may be said, “A bank that has a 
large paid-up capital and large deposits, may safely invest 
80im portion of its funds in inconvertible security.” And 
when the amount under consideration is proportionably 
small, it would be difficult to disprove this proposition, so 
far as concerns the safety of the bank. But the first act 
becomes a precedent for a second, the second for a third, 
and so on ; and it has occurred that a large portion of the 
funds of a bank has thus been locked-up, though the sdms 
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have been individually of a "small amount. So, when a 
hazardous advance is proposed to a good, but a speculative, 
customer, it may be advocated by saying, “We must run 
aoTm risk ; banking can’t be carried on without it.’’ If this 
expression means only that, with all our caution, some 
losses will bo incurred, it is true enough ; but if it means 
that we ought voluntarily, and with our eyes open, to make 
riskful advances or investments, the i:)rinciplo is unsound. 
A business risk is different from a speculative risk. The 
business risk is not believed at the time to be a risk ; and 
the loss, when there is a loss, arises from unexpected 
events. The speculative risk is known at the time to be 
a risk ; and the party is induced to engage in it from the 
hope of large profit. It is true that a banker’s transac- 
tions could not be* carried on without incurring a business 
risk ; that is, he is liable to the contingency that attaches 
to all human affairs. But it can bo carried on without 
engaging in speculative risks ; and the more frequently he 
engages in such risks, the sooner he is likely to stop pay- 
ment. The certainty of making losses is an argument for 
increased caution, not for the neglect of it. In ordinary 
life, no one would contend that, because he cannot wholly 
escape illness, therefore the rules of health should be 
entirely disregarded. The rule should be — I am very 
liable to take cold ; I must, therefore, take more care of 
myself. The banker should also say — 1 will avoid every 
class of riskful investment, for, with all my care, I shall 
have losses enough. There are .other words besides the 
word “some,” which, from being indefinite, lead to erroneous 
conclusions — such as “a little,” “afew,”and others of similar 
import. A customer, when he opens his account, tells the 
banker that he shall want a little accommodation j by which 
he means, as much as he can get. A man who cannot pay 
his bills, requires a few days of grace. This request is 
repeated again and again, till the few^ days are stretched to 
a period that never ends. 

3. Another error is in classifying under a common 
genus several species that have but a remote ^likeness to 
each other. All the species must have some attributes in 
which they agree, and some in which they differ. The 
attributes in which they all agree may be ascribed to the 
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geuus, but none of the attributes in which they differ. Let 
us take, for illustration, animal as a genus, and beast, bird, 
fish, &c., as the species. Now, all the species agree in having 
life and motion ; hence we may say, all animals have life 
and motion. But these species have some different attri 
butes ; and these we cannot attribute to the genus animal. 
We cannot say, all animals have four legs — all animals 
fly — all animals live in the water, &g. 

Some writers, under the word ‘‘ currency,” have classified 
coin, notes, bank- deposits, bills of exchange, cheques, book- 
debts, (fee. As classifications of this kind are perfectly 
arbitrary, any writer is at liberty to make any classification 
he pleases ; but he should remember, that, in proportion 
as he increases the number of his species, he must gene« 
ralisc the meaning of his genus, and that all his species 
will have attributes distinct from each other, however he 
may classify them. Thus, if he define currency to have 
intrinsic value, ho confines it to the precious metals ; if he 
include coin and notes payable on demand, he extends the 
meaning; if he define currency anything which will pay a 
debt, he may include bills of exchange, cheques, and bank- 
deposits. But in proportion as he extends the meaning, 
he will render his reasonings more indefinite ; and, after 
all, he must consider the separate effects of coin, notes, 
bills of exchange, &c., if he wishes to obtain any principle 
capable of a practical application. Unless he do this, he 
will be in danger of confusing himself by false reasonings 
— as, currency has intrinsic value — bills of exchange are 
currency — therefore bills of exchange have intrinsic value. 
Some eminent writers on political economy have been dis- 
tinguished by extending the meaning of old words, and 
they seem to fancy that in doing so they discover new prin- 
ciples ; whereas, in fact, they have merely given increased 
ambiguity to the technical phraseology of the science. 

4. Another error is in attributing to all the species of a 
genus an attribute that belongs only to one species. As 
an example, we will take bank-notes as a genus, and notes 
issued by the Bank of England, the country banks, the 
Bank of Ireland, and the Bank of Scotland, as the several 
species. It was considered a few years ago as an esta- 
blished fact, that the excessive issue of notes by the Banl^ 
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of England was the cause of a low rate of interest, and of 
speculative excitements, and that these, by turning the 
foreign exchanges, caused the gold to leave the country, 
and produced commercial panics. It was proposed, as a 
cure for these evils, that the bank should be compelled to 
regulate her issues by the amount of gold in her coffers. 
But some writers attributed the same effects to notes 
issued by the country banks, and by the Banks of Scot- 
land and of Ireland. And they seriously advanced against 
all these banks the accusation, that they did not make 
their issues correspond with the amount of gold in the 
Bank of England. They seem to have overlooked the fact, 
that while Bank of England notes could be issued in the 
purchase of gold, or of government stock, or exchequer 
bills, or any other securities saleable in the London 
markets, none of the other banks could issue their notes 
in making such purchases, as their notes would not circu- 
late in London. Yet in 1844, when it was deemed expe- 
dient to regulate the issue of the Bank of England by the 
amount of her gold, restrictions were also placed upon the 
issues of all the other banks. Thanks to the science of 
statistics, the laws of the currency are now better under- 
stood. From returns made by the banks themselves, it 
has been ascertained that the currency of Scotland, of 
Ireland, and of our country banks, are all regulated by 
different laws ; and all these laws are different from those 
which regulate the circulation of the Bank of England. 


SECTION* IV. 

THE RELATION OP PHYSICAL CAUSE AND EFPEOT APPLIED TO 
BANKING. 

I HAVE considered the relation of physical cause and 
effect in the fourth section of the second part of this 
work ; and in the illustrations I have given from my own 
writings, I have noticed — the physical materials used in 
banking, — the bank building — the arrangements of the 
office — banking book-keeping — forgeries — the circulation 
of bank-notes — the health of the clerks — and the health 
of the banker. 
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We will now consider the application of this principle 
to some other cases that have a reference to banking. 

1. The buildings, tools,. or instruments by which the 
trade of banking is carried on, are physical causes of the 
effects they produce. 

In the beginning of the year 1851, I offered a reward 
of 100^. for the best essay written in reply to the follow- 
ing question : — “ In what way can any of the articles 
collected at the Great Exhibition of 1851 be rendered es- 
pecially serviceable to the interests of Practical Banking 1 ” 
Some five or six essays were written on the subject, and, 
as the referees differed in opinion, the final adjudication 
between two of the essays was referred to George Grotc, 
Esq., the author of the History of Greece, and who was 
formerly a partner in the London banking-house of Messrs. 
Grote, Prescott & Co., and M.P. for the City of London. 
Mr. Grote awarded the prize to Mr. Granville Sharp, an 
accountant in the East of England Bank, at Norwich : 
this essay has since been greatly enlarged, and published, 
under the title of The Gilbart Prize Essay,” by Messrs. 
Groombridge k Son, 5, Paternoster Kow. 

In this notice I made the following classification of the 
objects that appeared to mo to be likely to be exhibited : — 

Architectural models that may suggest improvements 
in the bank houses or offices. 

Inventions by which light, heat, and ventilation may 
be secured, so as to promote the health and comfort of the 
bank clerks. 

Discoveries in the fine arts by which the interior of a 
bank may be decorated, or the bank furniture rendered 
more commodious. 

Improvements in writing-paper, pens, ink, account- 
books, scales, letter-copying machines, or other instru- 
ments used in carrying on the business. 

Improvements in printing and engraving by which 
banks may get their notes, receipts, letters of credit, and 
other documents of a better kind, at a less expense, or so 
as to prevent forgery. 

New inventions in the construction of locks, cash -boxes, 
and safes, which shall render property more secure against 
fire or thieves. 
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And, generally, all articles of every kind which can be 
so applied as to improve, cheapen, or facilitate any of the 
practical operations of banking. 

Mr. Sharp in his essay followed the above classification. 
The Builder observes : — It contains a fair view of much 
that is new and good, in regard to all such inventions as 
may tend to promote the safety, convenience, healthfulness, 
and comfort of banking edifices;’’ and Mr. Baker, the 
architect of the elegant building erected by the London 
and Westminster Bank, in High Holborn, states that he 
received many useful hints from Mr. Sharp’s essay. Tlie 
Times observes, It gives an excellent idea of all the 
mechanical points to be attended to in the formation 
of a bank, from its architectural construction down to 
the selection of locks, envelopes, engraved cheques, and 
all the minute materials of daily business. In these 
respects it is not only useful with regard to the arrange- 
ment of banks, but furnishes suggestions that would be 
valuable in large commercial establishments of every 
kind.” 

Much discussion sometimes takes place among the 
directors respecting the bank building. One party con- 
tends for strict economy — stating that no unnecessary 
expense ought to be incurred, that plainness is most con- 
sistent with the character of a house of business, and that 
the money of the shareholders should not be squandered 
away in useless decoration. Another, in reply, will state, 
that a large building is more convenient to the public, 
more conducive to the health of the clerks, and more 
adapted for the effective operations of the ojSice. It will 
also be contended that where the building is large, the 
strong rooms or safes may also be large, and hence the 
customers of the bank may lodge their deeds or plate with 
more convenience and security. With regard to orna- 
ment, it may be contended that an elegant building 
attracts the attention of the public, and leads to an in- 
crease of connexions ; also, that it gives a character of 
respectability to the company, and shows a spirit of taste 
and liberality. It may also be said, If a wealthy indivi- 
dual is expected to live in proportion to his means, why 
should not a wealthy company have its various ofl&ces 



PHYSICAL CAUSE AND EFFECT APPLIED TO BANKING. 309 

fitted up in a manner proportionate to its wealth ? and is 
it not equally the duty of a company as of an individual, 
to regulate its expenditure so as to promote the industry, 
trade, and fine arts of the country 1 

The controversy as to the respective merits of English 
and American locks occupied a short time ago the atten- 
tion of bankers. Upon this subject we refer to Mr. Sharp’s 
essay. There is no doubt that some of our best locks 
were picked, and fairly picked. It is equally certain that 
no lock was picked on the first attempt, and that now im- 
provements have been introduced to render the picking 
more difficult. A bank should be so constructed as that 
no stranger could get access to the strong room without 
beiug perceived by some of the establishment, and all day 
and night, and especially on Sundays, some of the officers 
should occupy such portions of the bank premises as would 
prevent any party having an opportunity of trying to pick 
the locks. Those officers, also, who have charge of the 
keys should keep them always in their own possession, 
and not leave them lying on a desk or table, exposed to 
the view of persons who might observe their form and 
construction. 

The forgery of bank-notes is a subject that at all times 
creates great interest. The greater the talent and expense 
necessary to the production of a note, the less likely is 
it to be forged. One advantage arising from numerous 
banks of issue is, that as the notes of each bank circulate 
in only a limited district, the notes are well known, and an 
amount of forged notes could not be put into circulation 
sufficient to repay the outlay of capital necessary to their 
fabrication. Hence the notes of the Bank of England are 
those chiefly which forgers have attempted to imitate. Mr. 
Alfred Smeo, F.R.S., delivered a lecture before the Society 
of Arts, on December 20, 1854, upon those measures which 
the Bank had then recently adopted with a view to the 
prevention of the forgery of their notes. And Mr. Henry 
Bradbury delivered a lecture on May 9th, 1856, before the 
Royal Institution, upon the Security and Manufacture 
of Bank-notes.” 

That kind of forgery which consists in taking out the 
timount written on a cheque or letter of credit, and substi- 
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tuting a larger sum, is now pretty well prevented by the 
use of tinted paper. But the forgery of a party’s name is 
still an evil against which bankers have no protection. 

It may be observed with reference to the above physical 
causes and effects, our evidence must be obtained by 
observation and experiment. But reasoning is employed 
in the discovery and in the application of new principles. 
Every inquiry after improvement is an inquiiy after new 
causes — such causes as shall produce some desired effect, 
or shall prevent some effect we wish to remove. If the 
bank chimney smokes, we ask, How can this be prevented ? 
If there is a current of cold air passing through the office 
and affecting the health of the clerks, we inquire. How 
can this be guarded against? If the system of book- 
keeping is found to be inapplicable to the increased busi- 
ness of the bank, we try to amend it. So if we wish to 

improve, cheapen, or facilitate any of the practical opera- 
tions of banking,” wo are thankful to Mr. Sharp, or to 
any one else who will point out the causes that are 
adapted to produce these effects. 

2. Money is a material substance. The following are 
its attributes : — 

'‘That medium of excliange must be best wliicli unites in itself 
the largest amount of the following qualities : — sameness of value 
both as to time and place, divisibility, durability, find facility of 
transportation. The metals — especially gold and silver — possess 
all these qualities in a great degree. We may have them in tons 
or. in grains : wear is slow ; fire will not destroy them ; when 
divided, they can be fused again and re-blended; and, except 
where large values are concerned, they are easily conveyed from 
place to place. Because metals possess these qualities, they were 
early and (in civilized countries) universally adopted as a medium 
of exchange.” — Rev. S. Martinis Lecture on Money. 

The effect of money is to facilitate the exchange of 
commodities : — 

“ What a useful thing is money ! If there was no such thing 
as money, we should be mucli at a loss to get anything we might 
want. The shoemaker, for instance, who might want bread, and 
meat, and beer, for his family, w^ould have nothing to give in ex- 
change but shoes. He must go to the baker, and offer him a pair 
of shoes for as much bread as they were worth : and he must do 



PHYSICAL CAUSE AND EFFECT APPLIED TO BANKING. 311 


the same thing if he went to the butcher for meat, or to the 
brewer for beer .” — EasyLemm on Money Matters. 

Paper money is a material substance, and is a substitute 
for metallic money. The following are the effects of this 
substitution : — 

A particular banker lends among his customers his own pro- 
missory notes, to the extent, we shall suppose, of a hundred 
thousand pounds. As those notes serve all the purposes of nvoney, 
his debtors pay him the same interest as if he had lent them so 
much money. This interest is the source of his gain. Though some 
of those notes are continually coming back upon him for payment, 
part of them continue to circulate for months and years together. 
Though he has generally in circulation, therefore, notes to the 
extent of a hundred thousand pounds, twenty thousand pounds in 
gold and silver may frequently be a sufficient provision for answer- 
ing occasional demands. By this operation, therefore, twenty 
thousand pounds in gold and silver perform all the functions 
which a hundred thousand could otherwise have performed. The 
same exchanges may be made, the same quantity of eonsumable 
goods may be circulated and distributed to their proper con- 
sumers, by means of his promissory notes, to the value of a 
hundred tliousand pounds, as by an equal value of gold and silver 
money. Eighty thousand pounds of gold and silver, therefore, 
can, in this manner, be spared from the circulation of the 
country; and if different operations of the same kind should, at 
the same time, be carried on by many different banks and bankers, 
the whole circulation may thus be conducted with a fifth part 
only of the gold and silver which would otherwise have been 
requisite. 

“An operation of this kind has, within these five-and-twenty 
or thirty years, been performed in Scotland, by the erection of 
new banking companies in almo.st every considerable town, and 
even in some country villages. The effects of it have been pre- 
cisely those above described. The business of the country is 
almost entirely carried on by means of the paper of those different 
banking companies, with which purchases and payments of all 
kinds are commonly made. Silver very seldom appears except in 
the change of a twenty shillings bank-note, and gold still seldomer. 
But though the conduct of all those different companies has not 
been unexceptionable, and has accordingly required an Act of 
Parliament to regulate it, the country, notwithstanding, has evi- 
dently derived great benefit from their trade. I have heard it 
asserted, that the trade of the city of Glasgow doubled in about 
fi(^en years after the first erection of the banks there; and that 
the trade of Scotland has more than quadrupled since the first 
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erection of the two public banks at Edinburgh, of which the one, 
called the Bank of Scotland, was established by Act of Parliament 
in 1G95 ; the other, called the Royal Bank, by royal charter in 
1727 . That the trade and industry of Scotland have increased 
very considerably during this period, and that the banks have 
contributed a good deal to this increase, cannot be doubted.’’ — 
Adam SmitEs “ Wealth of Nations. 

Viewed merely as instruments of currency, paper money 
has some advantages over metallic money. First, a large 
sum can be carried in a small compass ; and, secondly, the 
value is not diminished by friction. All coin becomes 
light in the course of time by the mere operation of 
passing from hand to hand. This is disregarded, until 
the coinage generally becomes so much below the standard 
that the bankers begin to weigh the sovereigns. Ulti- 
mately the Government issue a new coinage, and great 
loss falls upon those who happen to bo holders of the 
coins previously in circulation. 

3. A change in the quantities of the material commo- 
dities circulated by money will have the effect of changing 
the amount of money called into circulation. 

** I have told the committee that I was formerly manager of a 
joint-stock bank of issue in Ireland, and I have attempted to dis- 
cover the laws which regulate the circulation of that country, by 
ascertaining the highest and lowest amount of the circulation in 
each year. This, which I have in my hand, is a table showing 
the circulation of the Bank of Ireland, (including branches,) the 
separate circulation of the branches alone, and the circulation of 
the Irisli joint-stock and private banks, on the last Saturday of 
April, August, and December, of the years 1831 to 1839. It will 
be observed that those periods are the same as those which I 
have referred to in the circulation of the Englisli country banks. 
The law of circulation appears to be different, but they agree 
pretty nearly in this, that the lowest point is the latter end of 
August ; but the highest point in Ireland is generally the end of 
December or the beginning of January, and from December, or 
the beginning of January, it declines; so that the country circu- 
lation of England is advancing eight months and declining four ; 
but the circulation of Ireland is advancing four months and 
declining eight. 

To what do you attribute this uniform increase of the Irish 
circulation towards December? — I attribute it to the trade in 
corn, and bacon, and cattle, which commences in the months of 
September and October in every year; the produce of the harvest 
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commences to be brought to market in September, but the bacon 
is made in the beginning of October. The bacon must be made 
in cold weather, and therefore pigs are reared so as to be fit for 
killing by the 1 st of October ; and in the beginning of October 
the provision merchants send out their men to purchase pigs at 
the different markets, and they get notes from the bank. The 
cattle trade is conducted in the same way ; men go to the market 
to buy pigs and cattle, and take them over to Bristol and Liver- 
pool, but chiefly to Bristol, from the part where I was. Those 
notes are chiefly issued in three ways. During the summer, the 
merchants, having their capital unemployed, lodged it as deposits 
in the bank ; then, wlien the season for trade commenced, they 
drew out their deposits, in the form of notes. Afterwards, they 
brought us bills upon their factors in London, and our notes were 
issued in discounting those bills which they had drawn against 
the exportations of bacon and cattle. The dealers took their pigs 
and cattle over to Bristol, and sold them in the various markets 
and fairs in the west of England, and received the notes which 
were circulating in that district, and took them to Mr. Stuckey, 
and got a letter of credit upon me, payable on demand, for the 
amount. So that our notes were issued, in the first place, by the 
withdrawal of deposits ; secondly, for the discounting of bills on 
London, drawn against the exports which were made; and 
thirdly, for the payment of letters of credit which had been ob- 
tained by the parties who had sold Irish cattle in the English 
markets. The notes were, therefore, drawn out by the trade of 
the country, and of course it was not in our power to withhold 
issuing those notes, unlcvss we wished to cramp the trade of the 
country.” 

4. As a farther exemplificatiou of physical cause and 
effect as applied to banking, we may state that an increase 
in the quantity of the precious metals is a powerful cause 
of important effects. 

The importations of gold from Australia may be re- 
garded either as an increase to our money, or as an 
increase to our wealth. By money we mean coin or bank- 
notes payable on demand. When the gold is purchased 
by the Bank of England, there is then an issue of bank- 
notes for the amount, and this is an increase to our 
money. The party receiving this money may, if he 
please, lodge it in the banking department of the bank 
to the credit of his drawing accoimt. In this case the 
private deposits ” and the notes on hand ” are increased. 
Or he may lodge it in one of the London private or joint- 

p 
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stock banks. This bank will attempt to employ the 
money in the money-market, cither by discounting bills, 
or by loans on stock or other securities. In tiiis case the 
money, as far as it goes, wnll tend to reduce the market- 
rate of interest. But if there bo no demand for money in 
this way, then the bank will lodge the money in the Bank 
of England ; for all London banks have now a drawing 
account with the Bank of England. Here again there is 
an increase in the amount of private deposits ” and the 

notes on hand.” If this increase should be to a large 
amount, or continue for any length of time, the bank 
would probably reduce her rate of interest on the bills 
she discounts, and this would lead to those results which 
usually follow a low market-rate of interest. 

But the gold might not be purchased by the Bank of 
England. This bank can, by Act of Parliament, give only 
Zl. 175. 9d per ounce for standard gold ; but the Bank of 
France might be disposed to give a higher price ; and 
Messrs. Rothschild, as their agents, might purchase it and 
send it to France. But Messrs. Rothschild cannot pay 
for this gold by an issue of their own notes ; they must 
pay for it in notes of the Bank of England, and when 
they export it to France we must in some way, sooner or 
later, receive value from Franco in return. Then there is 
no increase to our money, but an increase to our wealth. 

But this gold when it arrives may not be sold either to 
the Bank of England or to Messrs. Rothschild. It may 
be sold for domestic consumption to manufacturers, and 
others who employ it in watches, chains, gilding, and a 
variety of other ways for the use or ornament of the 
community. In this case, too, there is no increase to our 
money, but an increase to our wealth. Our w'ealth is 
increased by the possession of all those articles into which 
the gold has been manufactured, and by the reward given 
to the additional labour which has been called into exist- 
ence by their manufacture. 

This wealth has been introduced into our country in 
two ways. First, directly by the diggers, who have either 
returned home, bringing their gold with them, or have 
sent it home to be employed for their advantage. In this 
case, the country gains the gold without giving anything 
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ill return. Secondly, the gold may have been obtained 
by our exporters of commodities in exchange for shipments 
sent to the colony for tlie use of the inhabitants. Here 
the wealth was obtained in exchange for our manufactures ; 
and so long as our exports did not exceed the demand, 
high prices were obtained, and our shippers and manufac- 
turers increased their wealth. The wealth obtained by 
either of these means becomes gradually diffused through- 
out the community. When one individual in a country 
becomes wealthy, he increases the wealth of others without 
necessarily diminishing his own. If he expend his income 
unproductively, as it is called, that is, with a view to his 
personal comfort, he has the value of his money in the 
articles he receives, while he increases the wealth of those 
who, by their capital and labour, have produced those 
tilings that minister to his enjoyment. But if he goes 
into trade, or invests his money in any public comiiany 
that is wisely administered, he adds to the productive 
capital of the country, and increases the wealth of the 
community as well as his own. 

Any addition to the wealth of a country promotes the 
prosperity of its banking institutions. Larger amounts are 
lodged on deposit. ^V"ealthy manufacturers extend tlieir 
trade and require advances. There is less distress and 
fewer bad debts. Monetary transactions become more 
numerous, and the ju’ofits of bankers are increased. But 
we do not perceive that any increase of our wealth, cither 
by the export of the gold or by its domestic manufacture, 
would affect the prosperity of the banks to any greater 
extent than the increase of our wealth to an equal amount 
by any other means. If by any new invention in the 
weaving of silk or the smelting of iron, the wealth of the 
country were to be increased, as much as it has been by 
the importation of gold from Australia, then we think the 
effects on the prosperity of our banks would be much 
the same. 

As far as concerns the country, there is this difference. 
In consequence of our laws for regulating the currency, 
an increased quantity of gold produces, or may produce, 
an increase in the issue of bank-notes ; but a cheaper 
production of any other commodity would not produce 
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that effect. Secondly, as gold is the money between 
nations, we are enabled, by the increased quantity of gold, 
to purchase whatever we may require from all other 
nations, even from those who may not require any of our 
commodities in return. 

But the banks have made large profits as the purchasers 
and remitters of the gold produced in Australia. Some 
of the diggers, as we have said, have brought home their 
gold to England ; but most of them sell their gold to the 
banks in Melbourne. And at first, when the gold was 
not assayed, and the purchasei's were few*, large profits 
were made by the banks ; but now that there is an assay 
office and a mint in Melbourne, and new banks are esta- 
blished, the profits are less extravagant. The plan now is 
for the diggers to bring their gold to the banks, and the 
amount of the purchase-money is placed to their credit. 
The more reckless spend their money foolishly in Mel- 
bourne, and then go back to dig for more ; but the more 
prudent obtain from the banks a bill at thirty days’ sight 
upon a bank in London, which they remit home to their 
friends or agents. The shippers, who sell their goods in Mel- 
bourne, make their remittances to London in the same way. 

It is obvious that this increased issue of notes, caused 
by the purchase of gold by the Bank of England, must 
have a different effect from that increased issue of notes 
made immediately after harvest by the banks of Ireland, 
In the latter case, the notes are taken from the banks by 
corn-dealers and othei’s to pay for agricultural produce. 
These notes received from the dealers, the farmere pay for 
rent to their landlords, who return them to the banks, 
either as lodgments to the credit of their accounts, or in 
exchange for bills on Dublin or elsewhere. Thus these 
notes can have' no effect in advancing prices, lowering the 
rate of interest, or turning the foreign exchanges. But 
the notes issued by the Bank of England against gold 
have no destined employment. Unless in some way ap- 
propriated, they form what the Americans call Loanable 
capital,” or as we say, they are notes seeking employment. 
If this money be employed in loans and discounts, it will 
tend to lower the market-rate of interest. If in the pur- 
chase of corn, Colonial produce, or other commodities, it 
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will tend to advance their price. If invested in shares of 
public companies, or in Government securities, it will 
tend also to raise their value in the money market. A 
portion of the money, too, with a view to obtain a higher 
rate of interest than can be realized by ordinary invest- 
ments, will probably be applied to new speculative under- 
takings. Every additional importation of gold may give 
an increased stimulus to each of these operations, until 
their combined effects may cause a reaction. The foreign 
exchanges may become unfavourable. Gold may be ex- 
ported to other nations ; the amount of notes may thus 
be contracted, and their withdrawal from their previous 
employment may produce effects just the reverse of those 
we have j ust described. 

A more striking example of errors in reasoning with 
regard to monetary science can scarcely be produced 
than that which prevailed on the discovery of the gold 
mines in Australia. It was supposed by men eminent as 
political economists and as bankers, that the abundance of 
gold thus obtained would permanently reduce the rate of 
interest, would advance the price of all commodities, 
would cause consols to be reduced to two per cent., would 
introduce misery among annuitants, and cause such an 
excess of gold as to derange all existing commercial 
arrangements. And it must be confessed that their 
opinions appeared to be founded upon the recognised 
doctrines of political economy. Yet they have all turned 
out to be erroneous. Why is this ? Are these doctrines 
unsound, or were the deductions from these principles un- 
sound? Neither the one nor the other. It is a sound 
principle, as we believe, that the increase of money has a 
tendency to raise prices and to lower interest. And there 
was a probability, if not a certainty, that a large increase 
of gold would arrive from Australia. But the parties who 
adopted the opinion to which we have referred, overlooked 
the circumstance that this increase of gold would produce 
other effects, — that the very increase of supply would 
cause an increase of demand. Their opinion was founded 
upon the supposition that gold would increase, and other 
things remain the same ; but other things did not remain 
the same. In some countries gold was substituted for 
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bank-notes, and in other countries it was substituted for 
silver. Gold was required for payment to our troops in 
the East, and for remittances on account of foreign loans. 
From these and other circumstances wliich were not taken 
into account, gold has generally Ik^cii as scarce in this 
country, and the rate of interest has been as high as before 
the discovery of the mines in Australia. 


SECTION Y. 

THE RELATION OF MORAL CAUSE AND EFFECT APPLIED TO 
BANKING. 

In the illustration of this principle wc have adduced, from 
our own writings (see page 8-5), articles on — The effects of 
a large paid-up capital — Effects of a surplus fund — Effects 
of a system of branches — Effects of bills of exchange — 
Causes and effects of pressure. 

This princii^le is of extensive use in banking. Here we 
might easily ask a multitude of questions, as — What has 
been the effect of a national debt ? of the issue of paper 
money ? of the establishment of joint-stock banks ? and 
what would, probably, be the effects of tho various 
suggestions proposed for tho regulation of our banking 
institutions ? and, on the other hand, we might inquire 
into the causes of the introduction of money, the pro- 
sperity of commerce, the origin of banks, the various forms 
of banking in different countries, the form it has taken 
in England, and the causes of the success or failure of 
particular banks? We might propose these and many 
other questions, the discussion of which would involve 
the examination of many of the principles of political 
economy. But we shall refrain from doing this, and shall 
merely suggest a few topics, not with a view of discussing 
them at length, but of pointing out some modes of erro- 
neous reasoning, by which we are in danger of being 
misled when we wish to form a correct judgment respecting 
them. 

1. What are the causes of the fluctuations in the public 
funds? 
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Political economists have a very easy way of accounting 
for fluctuations in price. They tell us that the prices of 
commodities depend upon the proportion that may exist 
between the supply and the demand. Wages — the price 
of labour — depends upon the proportion that may exist 
between the supply and the demand for labour. The rate 
of interest — the i)rice of the loan of money — depends upon 
the proportion that may exist between the demand and 
the supply of money. If we rest here, this information is 
not of much practical value. Nor is this maxim in all 
cases correct, as applicable to the public funds, if, indeed, 
it be to anything else. It is not correct that the price of 
the funds never fluctuate except when there is a variation 
in the proportion between the supply and the demand ; 
nor is it correct that every variation in this proportion 
produces a corresponding variation in the price. If any 
one desires to make out a catalogue of the causes that may 
affect the prices of the funds, we know of no better means 
than an extensive reading of the City articles” in our 
morning papers ; for, though in many cases he may 
doubt the operation of the cause in the particular instances 
in which it is adduced, he will learn what are the causes 
which, in the opinions of the writers, are adapted to 
produce the effects ascribed to them. 

The object- of a banker in investigating the causes that 
have in times past influenced the price of the funds, is to 
enable him to form a probable judgment as to the fluctua- 
tions that may take place in future. To judge of the 
future by the past involves two processes of reasoning. 
First, we have to form an opinion as to the events that 
may take place. Secondly, we have to judge as to the 
effects which those events, should they occur, will have 
upon the funds. In each of these processes the banker 
may be wrong. He may anticipate a war, a bad harvest, 
a depression in trade, increased taxation, a revolution in 
neighbouring states, or any other event; and in these expec- 
tations he may be disappointed. We know that for above 
a year before the declaration of the recent war against 
Russia it was doubtful whether there would be a war or 
not, and bankers and all other persons connected with 
monetary affairs were in a state of suspense as to the best 
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mode of conducting their operations. Of course a banker 
has no advantage over the public at large in judging of 
the probability of future events, and his erroneous reason- 
ing in this respect is no reflection upon him as a banker. 
But here is a second process of reasoning. Supposing 
these events should occur, what, then, will be their effect 
upon the public funds? Here, too, unfortunately, the 
banker, with all his professional knowledge, is just as 
likely to be wrong as right in his judgment. The antici- 
pated events may occur, but they may not produce the 
effects expected. The same events, when associated with 
different circumstances, will produce different effects. Were 
our eminent bankers and political economists willing to 
learn lessons of humility, they might gather abundant in- 
struction from the events of the last few years. Where is 
the commercial paradise in which we were to be placed by 
the Act of 1844? and where, on the other hand, are the 
perplexities and disasters that were to attend the importa- 
tions of gold from Australia? The great error in this 
reasoning has been a false induction. It was laid down as 
an established principle, that an importation of gold would 
always produce an advance of prices. Yet we have had 
importations of gold that were not followed by an advance 
of prices. It was considered as certain that a high value of 
money would always produce a low price of the funda But 
during the recent war with Kussia, we have had a high value 
of money and at the same time a high price of the funds. 
If errors in opinion were now visited with the same punish- 
ment which was in former times inflicted upon errors of 
conduct, how many of our eminent writers should we now 
see doing penance in a white sheet at the church-door ! 

But though a banker is often wrong in his conclusions, 
it is still necessary that he should reason upon these topics. 
When he cannot obtain certainty, he must be content with 
probability. He must not only endeavour to form just 
opinions himself, but he must also observe the opinions of 
others j for opinions as to the future price of the funds, 
whether correct or not, have an effect upon the present 
price. Hence, to look over the newspapers, to keep him- 
self acquainted with all public events, to observe the rea- 
sonings of talented men, to examine the theories of the 
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money article, are among the morning duties of a banker; 
and his subsequent operations will be regulated by the con- 
clusions to which he may arrive in his own mind from the 
various sources of information and reflection which have 
passed under his review. 

2. What are the causes of the fluctuation in interest in 
the London money market i 

The rate of interest in the London money market is 
governed by the rate charged by the Bank of England. 
But the Bank of England, in fixing her rate, is not in- 
fluenced by caprice, but is regulated by reasonable con- 
siderations, and arrives at her decision after mature 
deliberation. Previous to the year 1844 the Bank changed 
her rate of interest, with the view of producing an im- 
portation or an exportation of gold. It had been found 
that when the rate of interest was low, gold was exported ; 
and when it was high, gold was imported. But the varia- 
tion of interest was confined to a narrow range. The 
Bank never charged a higher rate than five per cent., nor 
less than four. But after the Act of 1844, the Bank 
adopted two new principles of action ; one was to reduce 
the rate of interest to tw^o and a half per cent., the other, 
to render this the minimum rate to be charged upon first 
class bills, and to charge a higher rate upon bills of an 
inferior class. The Bank continues to change her rate 
according to the stock of gold in her issuing department. 
She states, indeed, that she is regulated by the stock of 
notes in the banking department ; but as a decline in the 
amount of gold in the issuing department causes a decline 
in the amount of notes in the banking department, it 
matters not which reason is assigned, as the practical 
operation is the same. 

The maximum rate in the discount market is the mini- 
mum rate of the Bank of England ; for when the dis- 
count rate rises to the Bank rate, the merchants send 
their bills for discount to the Bank of England. But 
when the market rate is below the Bank rate, the mer- 
chants give their bills to the bill-brokers. A broker is an 
intermediate party between the buyer and the seller ; 
a bill-broker is an intermediate party between those who 
discount bills and those who have bills they wish to be 

t> 3 



322 


THE LOGIC OF BANKING. 


discounted. The rate of interest charged by the brokers to 
their principals is called the market-rate ; the rate ob- 
tained by the discounters is about one-eighth or one- 
quarter below this rate, and the difference forms the 
broker’s profit or commission. Some brokers have large 
capitals of their own employed in their business. The 
business of such brokers is that which is now about to be 
undertaken by the new discount companies. 

Although the market-rate of discount is governed in 
the first instance by the importations and exportations of 
the precious metals, yet it is subject to considerable fluc- 
tuations from other causes. The extension of trade, the 
expectation ^of a Government loan, the prospects of the 
harvest, the rate of interest on the Continent, — these and 
other causes will have an effect upon the market price 
of money. It was supposed at one time that the rate of 
interest was always connected with the price of the funds ; 
that when the interest was up, the funds were down, and 
that when interest was low, the funds would be high. In 
the recent war with Russia, the rate of interest was high 
and the funds were high too. 

Bankers are as liable to form erroneous opinions with 
regard to the future value of money as with regard to the 
future price of the funds. They may be mistaken in 
expecting events that may not arrive, and they may be 
mistaken as to the influence of those events in case they 
should occur ; for the events may be associated with new 
circumstances that may counteract or modify their natural 
tendency. 

3. What is the cause of the failure of joint-stock 
banks ? 

We have discussed this question in our Practical Trea- 
tise on Banking ; we introduce it here in consequence of 
the recent stoppage of the Royal British Bank. But we 
have no intention of re -discussing the question. We 
wish only to point out some species of false reasonings 
which we have seen adopted in reference to this subject. 
Whenever a joint-stock bank stops payment, it is pre- 
sumed that it has got into difficulties from some peculiar 
circumstances in its constitution or proceedings in which 
it differed from other banks. Thus, if the fallen bank had 
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many branches, it is presumed that the branch system 
was the cause of its stoppage ; and if it granted cash credits 
upon the Scotch system, as in the recent case of the Boyal 
British Bank, it was supposed that the system of cash 
credits was the cause of the failure. But when the circum- 
stances are investigated, it is found that the banks have 
fallen from the ordinary causes of bank failure. Neither 
the branch system nor the cash credit system have any ne- 
cessary tendency, if prudently administered, to injure the 
banks that adopt them. But when a general neglect of 
sound principles marks the proceedings of a bank, it will, 
of course, characterise also its branches and cash credits, 
and then the branches and cash credits are deemed to be 
the cause of its failure. 

A London banker stated, in his evidence before the 
Bank Charter Committee of 1832, that all the London 
bankers who had allowed interest on deposits had failed, 
leaving the Committee to infer that the allowing an 
interest on deposits was the cause of their failure. But 
among the failures of London bankers, the majority did 
not allow interest on deposits. So among the joint-stock 
banks some have failed that had no branches, and who did 
not grant cash credits. 

When banks fail, most people fancy that, were the 
Government to adopt some specific regulations, such failureii 
would never occur. We think it quite proper that Govern- 
ment should impose upon all banking companies such regu- 
lations as may be necessary for the public good ; but wq 
think it a great mistake to suppose that any body of men 
can be rendered either wise or honest by Act of Parliament. 
So long as banks are placed under the government of in- 
competent or unprincipled men, so long will they con- 
tinue to fail. In most cases, too, with regard to either 
private or joint-stock banks, the failure is ascribed mainly 
to the acts of some one person. Such persons care little 
about Acts of Parliament. If their regulations were felt 
to be restrictions, they would bo neglected or evaded. 
On this subject we quote from the City article of the 
TiTYies of September 12, 1856 ; — 

‘‘The failure of the Royal British Bank has led to a variefy of 
suggestions from those who are prone to believe that Govern- 
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ment restrictions to prevent such disasters are better than tlie 
lessons of experience. In the face of all that has been shown of 
the effect of legislative attempts to keep men prudent by deter- 
mining the modes in which they shall transact their business> 
there are always a number of persons ready, whenever any finan- 
cial disaster occurs, to propose measures of control, the fact 
being wholly lost sight of that a multitude of regulations serves 
mermy to confuse the general public, and to give adroit schemers 
increased openings for evasion, while at the same time it begets 
a false confidence, and extinguishes the habit of private vigilance. 
The evils of such a system would be insuperable, even if Parlia- 
ment, instead of being constituted as it is, were composed of 
persons gifted with greater discernment as to the true principles 
on which financial establishments should be conducted, than the 
ordinary trader whose daily personal interests are all enlisted in 
the question. It is damaging, therefore, whenever an event 
occurs from which men should be taught to gather for them- 
selves a wholesome lesson, to seek to divert them from the true 
uses of the adversity by representing that it has happened not 
from any want of wisdom on their part, but from the neglect of 
statesmen to frame preventive checks. In the case of banks, 
when a stoppage happens, it is usually contended that greater 
publicity of accounts, the supervision of a Government auditor, 
the compulsory investment of the capital in Government stocks, 
or other analogous provisions, should forthwith be adopted. The 
whole, however, would prove nugatory. The publication of bank 
accounts, unless coupled with the names of the drawers, accep- 
tors, and endorsers of each bill discounted, is entirely worthless ; 
the supervision of Government auditors would sink into deceptive 
routine, or be accompanied by vexatious formalities that would 
render it intolerable ; and the enforced investment of capital in 
any particular method would throw all the responsibility upon 
the State in case, through political or other circumstances, it 
sliould at any time lead to embarrassment.” 

4. What efifects have been produced by the establish- 
ment of joint-stock banks in London ? 

One obvious effect has been the introduction of new 
principles into banking practice. Such are the allowing of 
interest on deposits, and by some banks on a certain portion 
of the balance of a current account — the opening of com- 
mission accounts — and the establishment of branches of the 
same bank in different parts of London. And the extent 
to which these new principles have been adopted shows 
that they are suitable to the wants and the desires of a 
large portion of the community. 
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Another effect is, a great increase in the number of 
persons who keep an account with a bank. Many classes, 
whose accounts would not have been taken by the old 
London bankers, are now received with courtesy and even 
thankfulness. The London Committee of Deputies stated, 
in their resolution respecting the proposed stamp of a 
penny on each cheque ; — 

1. “That the deposit system of banking, which enables indivi- 
duals to place money in banks, and to make ah their payments by 
cheques, is beneficial to the depositors themselves, to the banks, 
and to the community at large. 

2. “That the introduction of joint-stock banks has greatly 
extended this system, and brouglit its advantages withm the 
reach of the less wealthy classes of society. 

3. “ That the efficiency of this system would be greatly im- 
paired, and its progress arrested, by the imposition of a tax of 
one penny upon each cheque. 

L “ That the tax, being equal upon cheques of all amounts, 
will pro port ionably press most severely upon those depositors 
who draw cheques for small sums; and these classes, having 
most occasion to regard small savings, will be the most likely to 
close their accounts. 

5. “That, in proportion as this tax shall cause money to ^ 
withdrawn or withheld from the banks, in such proportion will 
capital be rendered unproductive, individuals will be incon- 
venienced, pecuniary transactions will be obstructed, robberies 
will be facilitated, and demands created for additional currency, 
either in bank-notes or gold, while the banks will find their opera- 
tions materially restricted, and their means curtailed of affording 
facilities to commerce, or of sustaining the financial operations of 
the Government.” 

Another effect is, that it has led to a more general 
acquaintance with the sound principles of banking. When 
joint-stock banks existed only in Scotland, and even when 
they were permitted in England beyond sixty-five miles 
from London, they attracted -but little notice in London. 
The first joint-stock bank established in London was the 
London and Westminster Bank. It was announced in the 
public papers for nine months before it commenced busi- 
ness, and then only with a paid-up capital of about sixty- 
two thousand pounds, and a proprietary most of whom 
resided in the country. But as the joint-stock banks 
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increased, the London public became more interested, both 
as depositors and as shareholders. The writers for the 
daily press found it necessary to instruct themselves in 
the general principles of banking, in order that they might 
be able to instruct the public. The annual reports pro- 
vided matter for practical comment, and for the enunci- 
ation of correct principles. The effect of this general 
intelligence has been shown on the recent occasion of the 
stoppage of the Eoyal British Bank. We have had no 
violent tirades against joint-stock banking, no unjust sus- 
picions of other establishments ; but even the depositors in 
the fallen bank have generally opened new accounts, not 
with the private bankers, but with other joint-stock banks. 

Another effect has been, an improvement in the manage- 
ment in the private banks. 

If the number of banks that stop payment is any index 
of the degree of good management that may exist within 
any period of time, then it may safely be affirmed that the 
London private banks have been better managed, during 
the twenty years that elapsed after the introduction of 
joint-stock banks, than they were during the preceding 
twenty years. In the preceding period, sixteen banks who 
were members of the clearing-house ceased to exist. In the 
latter period, only six clearing banks have ceased, and of 
these only two stopped payment, the remaining four 
having either wound up or merged in other establishments. 
Of the non-clearing banks the chief failures, within the 
last twenty years, have been Messrs. Hammersly Co., 
Messrs. Wright & Co., and Messrs. Strahan & Co. ; and of 
these the first two were in a state of insolvency long before 
joint-stock banks were established in London. 

The character of banks is now a subject of more 
scrutiny and discussion. The effect among the private 
bankers is, that the large banks become larger, and the 
small banks become smaller. Not that accounts are trans- 
ferred from one class of banks to the other ; but every 
party who wishes to open an account with a private banker 
selects one from among five or six large banks. The small 
banks get no new connexions ; and as their old connexions 
die off, they will die too. The joint-stock banks are 
gathering strength in the same way. Young men, and 
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others who have occasion to open a banking account, go to 
a joint-stock bank. The joint-stock banks are the bankers 
of the rising generation. The private banks are the bankers 
of the generation that is passing away. As time passes 
on, the joint-stock banks will arrive at the maturity of their 
strength, and the private banks will sink into imbecility. 
It is not, perhaps, desirable that these changes should go 
on more rapidly than at present. 

5 . What would probably be the effects of the adoption 
of the decimal currency ? 

In considering the probable effects of a new measure, we 
are confined to moral reasoning. We should form a com- 
parison between the proposed measure and the existing 
practice. We should consider the probable effects from 
rational considerations of the measure proposed ; and we 
should examine those instances of the same or a similar 
measure having been adopted in any other country, or at 
any former period in our own country. Upon this subject 
we shall confine ourselves to a few extracts from the report 
of the Committee of the House of Commons, delivered in 
the year 1853 : — 

** Your committee, in pursuance of the duty entrusted to them 
of taking into consideration, and reporting upon the practicability 
and advantages, or otherwise, of adopting a Decimal system of 
Coinage, have proceeded to examine suen witnesses as appeared 
to them most capable of giving information upon the subject of 
their inquiry. 

“ With regard to the inconveniences of the existing system, 
the evidence is clear and decided. That system is shown to en- 
tail a vast amount of unnecessary labour, and great liability to 
error, to render accounts needlessly complicated, to confuse ques- 
tions of foreign exchanges, and to be otherwise inconvenient. 

the other hand, the concurrent testimony of the various 
witnesses is to the effect that the adoption of a Decimal system 
would lead to greater accuracy, would simplify accounts, would 
greatly diminish the labour of calculations (to the extent of one- 
half, and in some cases four-fiftlis, according to Professor De 
Morgan, who has made the question his especial study), and, by 
facilitating the comparison between the coinage of this country, 
and other countries that have adopted the Decimal system, would 
tend to the convenience of all those who are engaged in exchange 
operations, of travellers and others. An important benefit would 
be derived in several departments of the public service, and in 
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every branch of industry, from the economy of skilled labour 
which would result from the proposed change ; at the same time 
that the education of the people generally would be much facili- 
tated by the introduction into our schools of a system so directly 
calculated to render easy the acquirement of arithmetic. 

“ Your committee have endeavoured to ascertain the probable 
feeling of the public, especially of the working-classes, in reference 
to the proposed change ; first, by examining witnesses who may 
be considered to be well acquainted with their feelings; and, 
secondly, by means of the analogy to be drawn from previous 
changes of a somewhat similar character. As resjiccts the first 
point, several witnesses who have very extensive dealings witli 
the poor, and some of whom are accustomed to take as many as 
1,000 farthings per week over the counter, have expressed their 
opinion that if the farthing were altered from its present value 
(tne ^^th part of the pound sterling) to the Y(^jyth part of the 
pound, in accordance with the Decimal subdivision, no prejudice 
would be raised against this slight decrease of four per cent, in 
the value of the farthing, provided they were made to understand 
that they could, on the other hand, get twenty-five of the new 
coin for sixpence, where they now get twenty-four. All the 
traders examined also stated, as the result of their experience, 
that competition invariably causes the quantities of the articles 
sold to adjust themselves without difficulty to the value of the 
money received for them. 

“ Your committee have also taken evidence as to the difficulty 
experienced on occasions when the coinage of any country has 
been changed, and would especially refer to the cases of the united 
States and of Ireland. In the former country, the old system of 
pounds, shillings, and pence has been entirely superseded by the 
Decimal system of dollars and cents, and no inconvenience 
appears to have attended the change. The principal difficulty 
with which your committee have now to contend will be the sub- 
stitution, in lieu of the penny, of a new copper coin, hereafter 
described, of which the present shilling will contain ten only 
instead of twelve. In the case of Ireland, where thirteen Irisn 
pence made an English shilling, for which twelve English pence 
Were substituted, a prejudice was originally felt on the part of 
the poorer classes, in consequence of their believing that as they 
only got twelve pence for a shilling where they formerly received 
thirteen, they sustained a loss of a penny in every shilling. They 
soon found from experience, however, that the injury was ima- 
ginary.” 
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SECTION VL 

THE RELATION OF CONDITIONAL CAUSE AND EFFECT APPLIED 
TO BANKING. 

The word incidental, as applied to effects, is the cor- 
relative word to conditional, as applied to causes. A 
conditional cause is a cause that is essential to the pro- 
duction of an effect^ but has no influence in actively 
producing that effect ; and the incidental effect, with 
reference to this conditional cause, is the effect which is 
thus produced. An incidental effect is an effect which the 
cause was not designed to produce, but which the cause 
has been the occasion of producing. Thus, if a man 
commits forgery, it is a conditional cause that he pre- 
viously has learned to write ; his knowledge of writing 
is the conditional cause — his committing forgery is the 
incidental effect. It is important to sound reasoning to 
distinguish clearly between a conditional cause and an 
efficient cause — between a necessary effect and an incidental 
effect. Thus it has occurred that bank-directors have 
made fraudulent advances to themselves or their friends, 
have acted imprudently in the investment of the bank 
funds, and have made false statements in their reports to 
the shareholders; and these unquestionable facts have been 
advanced as objections to joint-stock banking. But these 
facts have not been necessary, but incidental effects. The 
formation of joint-stock banks was not the necessary, but 
only the conditional, cause of these frauds. It must be 
admitted that if no joint-stock bank had ever been formed, 
no joint-stock bank could ever have been robbed, or have 
been employed as a means of robbing the public. But the 
formation of joint-stock banks did not necessarily produce 
these effects ; and in many cases they have existed without 
producing them. As a parallel case, it may be stated that 
the institution of insurance for lives has been the con- 
ditional cause of husbands insuring the lives of their wives, 
and then poisoning them. The fire insurance offices have 
been the conditional cause of parties insuring their houses, 
and then burning them. Marine insurance offices have 
been the conditional cause of parties insuring ships that 
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were not seaworthy, and thus causing the death of all the 
persons on board. But all these effects were merely 
incidental effects, and not necessarily resulting from these 
institutions ; and they form no argument against the 
establishment of similar institutions. 

In this section we shall consider — 1. Relative Reason- 
ing, or reasoning from the relation of the conditional 
cause and effect j 2 . Hypothetical Reasoning; and 3, 
Reasoning by Dilemma. 

1. Relative Reasoning. 

This relation of conditional cause and effect is also 
denoted by the words antecedent and consequent. It 
admits of two correct modes of reasoning. First, from 
the non-existence of the antecedent we may infer the 
non-existence of the consequent. The antecedent is some- 
thing which goes before ; the consequent is something 
which follows after. But if there was no antecedent to 
go before, there could bo no consequent to follow ; — thus 
a man cannot lose what he never had. It was asserted 
that a banker had lost in his business 100,000/. of his own 
property; it was proved he was never in possession of 
that amount ; and hence the consequent was disproved. 
So we may say, — The directors of the Royal British Bank 
could not have sanctioned the loan of 30,000/. made by 
the general manager to himself, for they knew nothing 
about it. — The joint-stock banks could not have been the 
cause of the pressure of 1825, for they were not then in 
existence. — The uncontrolled issue of country bank-notes 
could not have been the cause of the pressure of 1847, for 
the country issues had been restricted by the Act of 1844. 
— We shall not be able to got a bank-draft on London in 
that town, for there is no bank in the place. This mode 
of reasoning is called arguing from the denial of the ante- 
cedent to the denial of the consequent. But to guard 
against erroneous conclusions, we must be careful to 
observe that the antecedent and the consequent are so 
connected, that the removal of the antecedent would pre- 
vent the occurrence of the consequent. Thus the following 
propositions are fallacies : — As that bank does not allow 
interest on current accounts, it can never prosper. — As 
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that tradesman does not keep a banker, he will never get 
rich. We may test these propositions by putting the 
argument in the form of syllogism. They both fall under 
the second rule of class reasoning (see page 292.) 

No bank that docs not allow interest on current accounts 
can ever prosper ; 

This bank does not allow interest on current accounts : 

Therefore, this bank can never prosper. 

No tradesman who docs not keep a banker will ever get 
rich ; 

This tradesman does not keep a banker : 

Therefore, this tradesman will never get rich. 

It will be seen that in both cases the conclusion is 
legitimately drawn from the premises ; but in both cases 
the major proposition is untrue, and the conclusion is 
therefore unsound. 

Herein is the difference between an efficient cause and 
a conditional cause — the existence of an efficient cause 
proves the existence of the effect : as, — If that bank should 
be well managed, it will prosper. The good management 
is an efficient cause of its prosperity. But the existence 
of a conditional cause does not prove the existence of the 
effect : as, — If he has the ]DOwer of imitating the writing of 
another man, he will commit forgery. Here the cause is 
only a conditional cause; it is necessary to the production 
of the effect, but does not actually produce the effect. 
Hence, though the cause or antecedent may exist, the effect 
or consequent may not follow. But in both cases the denial 
of the cause would lead to a denial of the effect. We may 
say, — If that bank should not be well managed, it will not 
prosper ; and, — If he cannot imitate the writing of another 
man, he cannot commit forgery. 

When a number of causes concur in the production of 
an effect, it is not always easy to say which of the causes 
should be regarded as the efficient causes, and which are 
merely the conditional causes. This is frequently the case 
in regard to historical events. For instance, wo may ask, 
what was the cause of the introduction of joint-stock banks 
into England in the year 1826 h Here we answer, the 
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panic of 1825. But though this was the immediate cause 
which led to the effect, there were other antecedent causes, 
without the existence of which the effect would not pro- 
bably have been produced. Among these causes we may 
mention the failure of the private banks in England, the 
prosperity of the joint-stock banks in Scotland, and the 
writing and exertions of Mr. Joplin. We may add the 
circumstance, that we had then a Government disposed to 
adopt changes and improvements in the commercial and 
economical administration of the country. 

The second mode of reasoning from the relation of 
antecedent and consequent is, from the existence of the 
consequent to infer the existence of the antecedent. From 
the existence of any circumstance or event we can, of 
course, infer the previous existence of an efficient cause ; 
but beyond this we can also infer the previous existence of 
all those conditions or circumstances which were essential 
to the working of that efficient cause. Thus, if we find a 
number of prosperous banks established in a wealthy 
country, we may infer that the wealth of the country is 
the efficient cause of the prosperity of the banks ; but we 
may also infer that in that country there are laws friendly 
to the formation of banking institutions, and people who 
know how to manage them. So, if a forgery be committed, 
this consequence proves the existence of the antecedents ; 
the person who committed it must have known how to write, 
and he must have had a pen or some other instrument with 
which the writing was made. So, if a small bank has be- 
come a large one, we may infer that the banker is a clever 
man who understands his business ; the talents of the 
banker may be regarded as the efficient cause of the pro- 
sperity of bis bank ; but we may also infer that he has 
been placed in circumstances friendly to the exercise of his 
talents, and that the absence of these circumstances might 
have prevented the growth of his bank. 

We cannot reverse this principle any more than the last. 
We cannot say, — This man has not committed forgery, 
therefore he does not know how to write. The absence of an 
incidental consequent does not prove the absence of an 
antecedent. From ‘Hhis man did not set his house on 
fire,” we cannot infer that he was not insured ; but from 
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^‘this man was not insured,” wc may infer that he did not 
set his house on fire. 

We may observe that a conditional form of expres- 
sion does not necessarily denote a mode of reasoning from 
the relation of conditional cause and effect. It often denotes 
merely a doubt as to the existence of the efficient cause, 
or merely states a relation between two events or circum- 
stances. Thus, — If the Bank of England should lose any 
more of her gold, she will raise the rate of discount. — 
If a country banker should exceed his authorized circu- 
lation, he will incur a penalty equal to the amount of the 
excess. — If the head office of the bank should stop pay- 
ment, all the branches must stop too. 

2. Hypothetical Reasoning. 

An hypothesis is a supposition which, if true, would 
account for a number of facts or circumstances not 
otherwise capable of being accounted for. The follow- 
ing is an example : — 

“When it became a question whether the Bank of France 
should suspend cash payments, it was impossible that the Govern- 
ment of France could any longer ignore the financial difficulties 
with which they were surrounded; and it is, therefore, quite in 
the course of things that M. Magne, the finance minister, should 
address an exposition of the commercial condition of France, 
nominally to his master the emperor, but really to the country 
at large, and to Europe. Yet we doubt whether this state paper 
— interesting as it is — will serve its purpose. In it we have, no 
doubt, a glowing description of the commercial prosperity of the 
country, of the growing increase of the exports over the imports, 
and of the impetus which has been given to both as compared 
with those of former years. From all these data it follows that 
the country ought to be prosperous, and that money ought to 
abound. The facts of the case, however, stubbornly point in 
another direction; and how to account for the seeming paradox is 
the drift of the ministerial exposition. The recent inundations, 
and the failure in the silk crop, are both made the most of as 
agents; but, as if conscious that these of themselves are inade- 
quate to explain the panic, the minister makes a bold plunge, and 
openly declares that the money is in the country, ana must have 
entered into the general circulation. Here, we think, is the most 
alarming feature of the case. It may be, and doubtless is, quite 
true that the money is in the country ; but the facts of the case 



334 


THE LOGIC OF BANKING. 


only too plainly show that it has not entered into the general cir- 
culation, It must, then, have been hoarded by its possessors; and, 
in point of fact, that hijpothesis can only explain how it happens 
that, amidst undoubted outward prosperity and a stimdy and long- 
continued influx of gold into the country, there should still be 
such a general scarcity .” — Christian Times^ Oct. 10, 185G. 

An hypothesis must not be an indisputable truth. 
After the panic of 1825 , it was stated that mueh of the 
evil had arisen from the circulation of one ])ound notes. 
It was proposed, therefore, as a remedy, that one pound 
notes should be abolished. Now this was not an hypothesis. 
It was obvious that no evils could result from one pound 
notes, if one pound notes did not exist. This was a self- 
evident proposition — a truth of intellect — that required 
not to be proved either by example or reasoning. 

An hypothesis must not have been proved by experi- 
ment. When it was stated, previous to the establishment 
of the Bank of England, that a National Ikank would bo 
advantageous to the country, this was not an hyjDothesis ; 
for national banks had been tried by other countries. The 
good effects they had produced in other countries was 
undisputed. The only question was, how far the circum- 
stances of England, at that time, were similar to those of 
the other countries in which national banks had been 
advantageous 1 It was reasoning from example, not from 
hypothesis. 

So, when, after the panic qf 1825, joint-stock banking 
was introduced into England, to prevent a recurrence of 
similar evils, the opinion that joint-stock banks would 
prevent a recurrence of similar evils, was not an hypo- 
thesis. For joint-stock banks had existed for many years 
before in Scotland. It was reaBoning not from hypothesis, 
but from example. 

So, when, in the year 1804, a Committee of the House 
of Commons, appointed to inquire into the unfavourable 
exchanges that existed between Great Britain, recommended, 
as a remedy, that the Bank of Ireland should accumulate 
funds in London, and draw bills on London at a fixed par 
of exchange, this was not an hypothesis; for the same 
practice had for many years before been carried on by the 
banks in Scotland with the most beneficial effects. This 
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was therefore reasoning from example ; and twenty years 
afterwards, the Bank of Ireland adopted the practice. 

The doctrine that the amount of notes in circulation in 
this country ought to rise and fall in exact correspondence 
with the amount of gold in the Bank of England, was an 
hypothesis. It was not a self-evident truth. It had not 
been tried by ex 2 )criment. It was simply a supposition 
proposed as a remedy for evils that had been experienced 
from the administration of the currency under former 
systems. At length it was put into a practical form, and 
embodied in the Act of 1844. But, unfortunately, its 
efficiency was never put to the test ; for the evils it was 
intended to prevent had arisen to so great a height in 1847 
that the Act was suspended as the cure for those evils. It 
was, however, subsequently contended that the only, or at 
least the main object of the Act, was to secure the converti- 
bility of the note ; that is, to enable the bank at all times 
to pay its notes in gold. Whether the Act, if not suspended, 
would have effected even this object, cannot now be ascer- 
tained. The evidence of the witnesses examined before the 
Parliamentary Committees is conflicting upon the point. 
The doctrine, therefore, is still an hypothesis tliat has not 
been proved by experiment. 

When a doctrine put forth as an hypothesis has been 
proved by experiment, it is no longer an hypothesis, but 
a principle. If, previous to the establishment of banks of 
deposit, any one had contended that a banker might receive 
sunis of money from a hundred different people, repayable 
on demand, and meet all their demands by keeping a com- 
paratively small sum in his till, and employ the remainder 
at interest so as to pay all the expenses of the establish- 
ment, and leave a handsome profit for himself, this would 
have been an hypothesis ; but when a number of such 
banks had been established sufficient to prove the truth of 
the hypothesis, then the hypothesis, thus demonstrated, 
Iiecame a fixed principle of the science of banking. 

Those practical suggestions, made with a view of re- 
moving inconveniences or obtaining advantages, are seldom 
dignified with the name of hypotheses. Previous to the 
establishment of the clearing-house, it was suggested that 
bankers who resided near to each other might settle their 
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accounts in one room ; and instead of paying and receiving 
individually the sums due to and from one another, each 
debtor might pay the balance he owed to inspectors, who 
might distribute the sums then received among the various 
bankers who might be creditors. This plan was adopted, 
and is continued, with some variations, to the present 
day. But it may be questioned whether the original 
suggestion can be called an hypothesis. It was found, 
in former times, that travellers carried bank-notes — then 
called cash-notes— with them as more convenient than 
gold j and when robbed by highwaymen, as was then not 
unusually the case, the cash-notes being payable to bearer, 
could be put into circulation by the robbers. To prevent 
this, it was suggested that the notes might be drawn pay- 
able to the order of the party obtaining them, and then, if 
not endorsed, they could not be passed by the robbers. 
Accordingly, banK post bills were issued in the year 1738. 
But, perhaps, the original suggestion could hardly be called 
an hypothesis. So it was suggested that if a cheque were 
crossed with the name of a banker, it would be a security 
to the party who might lose it, as it could be paid only 
through a banker ] but this suggestion, though very useful, 
was not what we usually term an hypothesis. 

Hypothetical reasoning is employed in the physical as 
well as in the moral science. It was an hypothesis, or a 
supposition, that the earth moved round the sun. It was 
found that, upon this hypothesis, the various appearances 
and movements of the heavenly bodies could be readily 
accounted for. Upon the hypothesis that the sun moved 
round the earth, they could not be accounted for» ' It was 
therefore inferred that the earth moved round the sun. 
What was at first merely an hypothesis, was then regarded 
as a certainty. 

Hypothetical reasoning is employed \fhen we wish to 
refute the argument called proving too much. * In this case 
we attempt to show that the argument, if justly applied to 
the case in question, might with equal justice b^ applied 
to some pther case acknowledged to be doubtful. , Thus, 
it has been contended that banks of issue should give to 
the Govenpaent security for their notes in circulation, upon 
•the ground that the public ought to be secure. To this it 
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has been replied : upon the hypothesis that banks should 
give security to the Government, for all their liabilities to 
the public, they should give security for their deposits as 
well as for their notes. Arguments of this kind are some- 
times suggested in the form of interrogatories. If it be 
proper to allow the banks of Ireland and Scotland to issue 
notes beyond the certified amount, provided they have an 
equal amount of gold, why is it not proper to allow the 
banks in England the same privilege ? If the Bank of Eng- 
land is allowed to issue notes in the country, why should 
not country banks be allowed to issue notes in London ? 

Sometimes this phraseology is employed sarcastically. 
Upon the hypothesis that it is the object of a joint-stock 
bank to lend money to its directors and managers, then 
the bank which has just stopped payment has been very 
successful. Upon the hypothesis that this banker intended 
to ruin his bank, he has certainly shown himself to be very 
clever. Upon the hypothesis that it would have been in- 
jurious to the country to permit the formation of banks 
having more than six partners, then the charter of 1708, 
granted to the Bank of England, was a very proper one. 
Upon the hypothesis that the engraver wanted to give 
every facility to forgery, he has certainly produced a most 
excellent note. Upon the hypothesis that the directors of 
country joint-stock banks believe that private banks are 
preferable to joint-stock banks, they are justified in em- 
ploying private banks instead of joint-stock banks as their 
London agents. Upon the hypothesis that joint-stock 
banking is so much superior to private banking, how do its 
advocates account for the fact that joint-stock banks have 
been established above twenty years in London, and yet 
they have not yet absorbed all the private banks ] 

Under the head of hypothetical reasoning may be 
classed ci^umstantial reasoning, or rtasoning from cir- 
cumstantial evidence. This kind of reasoning is much in 
use in our criminal courts. A man is accused of forging 
a cheque upon a bank. It is proved that he was a clerk to 
the customer whose name was forged, that the cheque was 
taken from his cheque-book, as appears from tfie printed 
number on the cheque, and that the prisoner had the 
means of access to this cheque-book. It is also proved that 
Q 
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some of the letters in the forged signature are made in a 
peculiar form similar to those which the prisoner has 
written on other occasions; that immediately after the 
forgery the prisoner seemed to be in possession of plenty 
of money, which he said he had acquired by the sale of 
some property, which property it is found, upon inquiry, 
he never had ; that he had suddenly left his employer’s 
service, and when apprehended, had taken his place on 
board of a Liverpool packet for America under a feigned 
name, and had paid his passage-money in part with some 
of the notes which had been given in payment of the 
forged cheque. Now, upon the hypothesis that the 
prisoner committed the forgery, all these circumstances 
can be readily accounted for. And the question is, whether 
these circumstances are sufficient to prove the truth of the 
hypothesis? For if the circumstances brought in evidence 
against a prisoner can he accounted for on any other sup- 
position than his guilt, ho is entitled to an acquittal. The 
evidence must prove not merely that he may be guilty, 
but that he must be guilty. The circumstances adduced 
must bo wholly incompatible with any supposition that he 
is innocent, and incapable of explanation upon any other 
hypothesis than that of his guilt. The conclusiveness of 
circumstantial evidence depends not upon the force of any 
one circumstance, but upon the strength of the whole 
combined. For although we may assign other causes for 
any one of the circumstances separately, we are not able 
to assign sufficient causes to account for them all except 
on the supposition that the prisoner is the Aan who has 
committed the crime. * t 

We argue from hypothesis when we investigate the 
future, and attempt to show that under certain ^iircum- 
fitances evil effects may possibly arise from '^institutions 
that are in themselves good. Thus, we find that the 
deposit system of banking is highly advantligeous in a 
country, but it may be attended with some temporary 
inconvenience in a state of alarm and panic. The effect 
of the deposit system is to increase the amount of the 
deposits and to reduce the amount of the notes in circu- 
lation. In time of panic the depositors demand their 
deposits, and require payment in notes. But the deposits 
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are large, and the notes are few, and besides, the depositors 
wish to hoard these notes, not to pay them into other 
banks. In this case a suflBlcient amount of notes cannot be 
obtained, and the most wealthy bank may stop payment. 
This is an incidental effect of the deposit system of banking. 
In the year 184:7, the banking department of the Bank of 
England must have stopped payment had the public 
required immediate payment of all their deposits. It 
would have been singular for a bank to stop payment for 
want of an ample supply of her own notes. 

Sometimes we, in the same way, speculate on the past. 
We ask if the events that have transpired had been asso- 
ciated with other conditions, or had happened under other 
circumstances, what would have been the effects at the 
present time ? Thus : — If the gold mines of California and 
Australia had never been discovered, could the act of 1844 
for regulating the issue of bank-notes have been per- 
manently maintained ? If the Chancellor of the Exche- 
quer, during the recent Russian war, had raised all his 
supplies by taxes instead of loan, would our army at the 
end of the war have been as efficient as it was ? If the 
Bank of France had issued twenty-franc notes when her 
silver was first drained for exportation to the East, would 
she have avoided a pressure for gold ? 

Hypothetical reasoning may be erroneous in various 
ways. The hypothesis may be false ; it may either have 
no existence, or it may have no influence in producing the 
effects ascribed to it. Thus the unfavourable course of the 
foreign exchanges, and the consequent drain of gold from 
the Bank of England in the year 1 836, was attributed by the 
directors and writers of that time to the excessive issue of 
countiy notes. And the changes that take place uniformly 
through every year, in the amount of notes issued by 
the country banks, and the banks of Scotland and Ire- 
land, were accounted for upon the hypothesis that every 
banker could extend or contract his circulation of notes 
according to his own caprice. The pressure of 1825 was 
ascribed to the issue of small notes ; but pressures have 
occurred in the years 1836, 1839, and 1847, when no 
small notes were in circulation. 

Sometimes an hypothesis is assumed as the solo cause of 
Q 2 
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effects which it is wholly inadequate to produce. Thus 
the pressure of 1847 was ascribed to the great speculations 
in railways which had occurred in the years 1845 and 
1846. Granting that these speculations may have contri- 
buted to this effect, other causes must also have concurred 
in producing such extensive results. This hypothesis in 
regard to railways has, however, been adopted by those 
who are unwilling to admit that the act passed in 1844 
for regulating the issue of bank-notes either caused or in- 
creased the pressure of the year 1847. 

We are sometimes in danger of attempting to prove the 
truth of an hypothesis, without first having ascertained 
the certainty of the facts for which we are to account. 
We all recollect the question put by King Charles II. to 
the Fellows of the Royal Society : Upon what hypothesis 
can you account for the fact that when a live fish is put 
into a vessel of water, the vessel will weigh no heavier 
than before ? The same mode which was adopted in the 
solution of the above question — that of first ascertaining the 
truth of the facts — should also be adopted with regard to the 
following : — How can you account for the fact that some of 
the failures of the joint-stock banks have been as bad as the 
worst failures of the private banks 1 How can you account 
for the fact that, notwithstanding the act of 1844, the Bank 
of England was as near stopping payment in 1847 as in 
1839'? How can you account for the fact that those 
reviews of books on banking, which appear in our daily and 
weekly newspapers, are better written and show more 
knowledge of the subject than those reviews which appear 
in periodicals that are exclusively literary ? 

3. Reasoning by Dilemma. 

A man is in a dilemma when he has two courses of 
action, and only two, before him, and each is attended with 
some inconvenience. Take the following example ; — A 
banker may reason thus with himself. I wish this appli- 
cation had not been made. Here’s an application for a 
large loan from a man who is reported to be wealthy; but 
who, I believe, will lose the money and ultimately fail If 
I do not grant the loan, he will probably remove his 
account, give me an ill name, and by his influence damage 
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my interests. If I do grant him the loan, he will after- 
wards ask me for more. I shall be drawn in for a large 
advance; then he will fail, and I shall suffer loss. Now 
what had I better do 1 Here is a dilemma. 

A dilemma has been called a conditional syllogism. It 
states two supposed lines of conduct, and the effect of 
each line of conduct is pointed out. The proposition 
which states these two lines of conduct is called the major 
proposition. The propositibns which trace the effects of 
these two lines of conduct are called minor propositions. 
And then from the view of these two minor propositions 
we infer the conclusion. Thus : — 

I must either keep my money in the house, or lodge it 
in a bank. 

If I keep it in the house, thieves may break in and 
steal it. 

If I lodge it in a bank, the bank may fail, and I may 
lose it. 

Therefore, in either case, I am in danger of losing my 
money. 

Dilemmas are divided by logicians into various kinds ; 
but these divisions depend chiefly upon the arrangement of 
the words. We shall illustrate the nature of dilemmas by 
showing their various applications in reference to banking. 

Question. — ^\\Tiat amount of salary shall we offer to the 
gentleman that we are desirhus of obtaining as a manager ? 

If it be for the interest of the bank that he should 
become the manager, we ought to offer him such a salary 
as he would be likely to accept. If it be not the interest 
of the bank that he should become the manager, we ought 
not to make him any offer at all. Therefore, if we make 
him any offer at all, we ought to offer him a liberal salary. 

Question. — Is it desirable that a bank should have 
auditors ? 

In auditing a bank account, the auditor must either 
confine himself to ascertaining that the published balance 
shall correspond with the bank books ; or he must also 
ascertain the validity of the securities which the bank 
holds. The former mode is useless, the latter is impossible. 
Bank auditors ought not, therefore, to be appointed. 





THE LOGIC OP BANKING. 


Question, — Do the existing shareholders in a bank get 
any advantage from the surplus fund ? 

You must either keep the shares until the fund is 
divided, or sell them before it is divided. 

If you keep the shares until the fund is divided, you 
will have your share of the fund when it is divided. 

If you sell the shares before the fund is divided, you 
will have the value of your share of the fund in the in- 
creased price you will get for ^our shares. 

Therefore, whether you keep your shares or sell them, 
you will get your portion of the Surplus Fund. 

Question. — Should books on banking be advertised? 

You must either advertise your book, or not advertise it. 

If you do not advertise it, it will not be known, and 
you will lose the money expended in its production. 

If you do advertise it, the cost of the advertisements 
will be more than all the profits on the sale. 

Therefore, whether you advertise it or not, you will lose 
money by your book. 

. Question. — Is this bill an accommodation bill ? 

If this be an accommodation bill, it must be drawn for 
the accommodation of either the drawer or the acceptor. 

It is not likely to be drawn for the accommodation of 
the acceptor, as he is too wealthy to need such accommo- 
dation. 

It is not likely to be drawn for the accommodation of 
the drawer, as the acceptor is too prudent a man to give 
him the accommodation. 

It is not likely, therefore, that this bill is an accommo- 
dation bill. 

Question. — Is a banker justified in closing a customer’s 
account under the following circumstances ? 

A party stated that a cheque purporting to be drawn by 
him was a forgery. The banker believed it to be genuine. 

The banker w’as compelled to bear the loss. He then 
closed his customer’s account. The customer complained ; 
but the banker used the following dilemma : — 

Either this cheque is a forgery, or it is not. 

If it is a forgery, then some party can forge my cus- 
tomer’s signature in such a way that my clerks cannot 
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detect the difference ; and hence the account is not 
desirable. 

If it is not a forgery, then my customer does not know 
his own signature, and may again disown his handwriting, 
and hence the account is not desirable. 

Whether, therefore, the signature is a forgery or not, 
the account is not desirable. 

Question. — Ought the bank to give loans without 
security 1 

A customer desires to borrow a large sum of money 
without giving any security. 

He is either a man of property, or not. 

If not, he has no right to ask for a loan without giving 
security, as he is not a sufficient security in himself. 

If he is a man of property, he can easily give security, 
and has, therefore, no right to ask for a loan without 
giving security. 

Whether, therefore, he be a man of property or not, he 
has no right to a loan without giving security. 

Question. — Would a suspension of cash payments relieve 
France from her present difficulties (Oct. 1856). 

The present difficulties have arisen from one of two 
causes : — 

1. A great demand for bullion to meet foreign payments, 

2. The hoarding of gold by the citizens. 

A suspension of cash payments would not diminish the 
demand for gold to meet foreign payments. 

A suspension of cash payments would not diminish 
the disposition to hoard. 

Therefore, a suspension of cash payments would not 
relieve France from her present difficulties. 

‘‘A dilemma,” says Dr. Watts, ‘‘becomes faulty or 
ineffectual in three ways. First, when the members of 
the division are not well opposed or not fully enumerated, 
for then the major is false. Secondly, when what is 
asserted concerning each part is not just, for then the 
minor is not true. Thirdly, when it may be retorted with 
equal force upon him who utters it.” 

, We shall give examples of each of these errors. 
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First. — This banker is either a rich man or a poor man. 
Here the facts are not fully opposed ; he may be a man of 
moderate property, neither rich nor poor. This clerk 
writes a good hand or a bad hand. Not so, he may write 
an indifferent hand, neither good nor bad. The capital of 
a bank can be increased only by the issue of more shares, 
or by making a call upon the existing shares. Here the 
parts are not fully enumerated. There is another way of 
increasing the capital, that is, by adding to it a portion of 
the surplus fund. 

Secondly. — This hank will either call up more capital, 
or it will not. If it call up more capital, it will offend its 
shareholders. If it do not, it will lose the public confi- 
dence, and its business will diminish. Therefore, it must 
either offend its shareholders, or lose a portion of its busi- 
ness. Here what is asserted of the minor propositions may 
not be correct, and if either be incorrect the conclusion 
will be erroneous. A bank of issue in Scotland will either 
exceed its authorized circulation, or it will not. If it 
exceed its authorized issue, it must keep an amount of 
gold equal to the surplus, and hence this portion of its 
circulation can yield no profit. If it do not exceed its 
authorized circulation, it must keep down its circulation 
by restricting its busiliess. Therefore it must either 
restrict its business, or get no profits by its extension. 
These minor propositions may not be strictly correct. 

Thirdly. — A dilemma may be retorted upon the party 
who utters it. Take the following examples : — 

A bank is either successful or unsuccessful. If a bank 
be unsuccessful, the manager ought not to have a high 
salary, as the bank cannot then afford it. If a bank be 
successful, the manager ought not to have a high salary, as 
his anxiety then is less than when the bank is not suc- 
cessful. 

Therefore, whether a bank be successful or unsuccessful, 
the manager ought not to have a high salary. 

This dilemma may be retorted. 

The bank is either successful or unsuccessful. If a bank 
be successful, the manager ought to have a high salary, as 
the bank can then afford it. If a bank be not successful. 
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the manager ought to have a high salary, as his anxiety 
then is greater than when the bank is successful. 

Therefore, whether a bank be successful or not suc- 
cessful, the manager ought to have a high salary. 

The interest on exchequer bills is always either higher or 
lower than the interest on commercial bills. 

No banker should purchase exchequer bills when the 
rate of interest is higher, because then he will have to 
give a higher premium ; 

Nor when it is lower, for then he could employ his 
money more profitably. 

Therefore, whether the rate of interest on exchequer 
bills is either higher or lower than that on commercial 
bills, no banker ought to purchase them. 

This dilemma may be retorted thus : — 

The interest on exchequer bills is usually either higher 
or lower than that on commercial bills. 

When the rate is higher, every banker ought to purchase 
them, for he then gets a higher interest for his money. 

When the rate is lower, every banker ought to purchase 
them, because they are then at a lower price in the 
market. 

Therefore, whether the rate of interest on exchequer 
bills is higher or lower than that on commercial bills, every 
banker ought to purchase them. 

A dilemma has only two alternatives, and hence we 
hear of the horm of a dilemma. When the major propo- 
sition has three or more alternatives, it is called a trilemma. 
The following are examples : — ^ 

A bank can increase its capital only by making calls on 
its shareholders, or by accumulating a surplus fund to be 
afterwards added to the capital, or by issuing now shares 
at less than the market price. If the directors make 
further calls, the shareholders are dissatisfied, because it is 
inconvenient to pay them. If a surplus fund is accumu- 
lated, the shareholders are dissatisfied, because they receive 
a less amount in dividends. If they receive new shares 
at less than the market price, they are not dissatisfied, 
because, if they cannot pay for them, they can sell them at 
a premium in the market. 
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Therefore, the only way in which the capital of a bank 
can be increased to the satisfaction of the shareholders, is 
by a distribution of new shares at less than their market 
value. 

There are three ways^of increasing the efficiency of a 
board of directors. First, by increasing the number of 
its members; secondly, by the retirement of the less 
efficient members, and the election of others ; thirdly, by 
inducing all the present members to attend more con- 
stantly to the duties of their office. 

Sometimes we enumerate three courses of action, in 
order to show that only one can be adopted. A bank 
must give its clerks too low a salary, or too high a salary, 
or a salary which is neither too low nor too high. It is 
not just to give them too low a salary. It is not wise to 
give them too high a salary. It is best, therefore, to give 
a salary which is neither too high nor too low. 

Sometimes we enumerate all the ways of action, to show 
that none can be adopted. This bank can be prevented 
stopping payment only by the rediscount of bills, by bor- 
rowing money upon its security, or by the assistance of 
the Government. But it has not bills to rediscount, its 
securities are of such a kind that no one will lend money 
upon them, and the Government will render no assistance. 
The bank, then, must stop payment. 

Sometimes we enumerate three courses of action, in 
order to trace the effect of each; and then to make a com- 
parison between their respective merits. Thus, in framing 
a new bank, the deed of settlement may provide that the 
government shall consist of a board of directors and a 
manager, the board meeting once a week, and the bank 
in the meantime being under the sole government of this 
manager ; or of a board of directors — two managing di- 
rectors and the manager constituting the executive admi- 
nistration.; or of a board of directors — a number of whom 
should, in rotation, form a daily committee for the super- 
intendence of the daily operations of the bank. The 
adoption of one or other of these modes of government, 
in preference to the other two, might become the matter 
of much argumentation, and these arguments might take 
the form of a trilemma. 
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We may wish to show that an effect must have resulted 
from one of three causes. We prove that it has not been 
caused by either of two of these causes, and then we infer 
that it was caused by the third. Thus : — 

This bank has failed through the conduct either of its 
shareholders, or its customers, or its directors. 

But it has not failed through the conduct of its 
customers. 

It has not failed through the conduct of its shareholders. 

Therefore, it has failed through the conduct of its 
directors. 

A trilemma may have two faults ; one of enumeration, 
the other of distribution, both of which are exhibited in 
the above example. 

The enumeration may not be complete. In the above 
example, the bank may have failed from the conduct of its 
manager, and yet he is not mentioned. 

The fault of distribution is, when we attribute solely to 
one or other of the causes enumerated, what is not the 
effect of any one separately, but of more than one or of 
the whole conjointly. Thus, in the above example, this 
bank may have failed through the directors and the 
manager, or through the directors, the manager, and the 
shareholders, or through all the parties mentioned. 


SECTION VIL 

THE RELATION OP FINAL CAUSE AND EFFECT APPLIED TO 
BANKING. 

Motives are the causes of actions. A final cause is the 
object or design with which a thing is done. The same thing 
may be performed from different motives, and hence have 
different final causes. One man puts money into a 
bank for the sake of security — another in order to obtain 
interest. Every mental feeling may give rise to an action, 
and may be regarded as the final cause of that action. In 
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some cases, the gratification is the only object sought to be 
attained. Thus a banker may discount a bill to oblige his 
friend, though the bill, as a matter of business, would not 
be discountable. Not only the intellectual faculties and 
the social feelings, but also the acquired attainments of the 
mind, are causes of actions, or of a series of actions. Thus 
we may say, the knowledge and experience that a manager 
obtained in' a former bank, is the cause of his managing 
his present bank so successfully. The whole of the mental 
powers, and feelings, and attainments, may therefore be 
taken into consideration under this section of our work, 
so far as they produce effects connected with the principles 
and operations of banking. 

After we know from intuition, experience, or observation, 
that certain causes and effects are inseparably connected, 
we may, from the existence of the cause, infer the existence 
of the effect ; or from the existence of the effect, infer the 
existence of the cause. Thus if, in banking, we have found 
that good management is connected with success, we may 
say that bank is well managed, therefore it will be suc- 
cessful ; or that bank has been successful, therefore it has 
been well managed. But the connexion of cause and effect 
is not always so obvious, nor so constant; and human 
character is so subject to change, and human feeling is so 
uncertain, and human virtue is so frail, that it is not always 
easy to trace the motives by which certain actions are 
produced. When a customer brings to his banker a bill 
for discount, and assures him it is not a kite, but is drawn 
against value, it is not always easy to know whether the 
party speaks the truth. When a merchant fails, and offers 
his banker IO 5 . in the pound, it is not always easy to as- 
certain from the balance-sheet (if, indeed, he has the 
politeness to show a balance-sheet), whether his failure is 
the result of misfortune or of fraud. These cases furnish 
abundant occasion for logical investigation. 

The present section, therefore, treats of motives and 
actions as applied to banking. We shall treat of the 
subject in reference ; — 1. To the acts of the Legislature, 
or decision of courts of law. 2, To the prices of coiw 
modities. 3. To banks and bankers. 4. To banKl 
officers. I 
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1. The Acts of the Legislature, and Decision of 
Courts of Law. 

When we speak of the intention of an act of Parliament, 
we mean, of course, the intention of the Parliament in 
passing that act. We infer the intention of an act from 
the occasioii on which it was passed — from the avowed 
opinions of ?<he parties who introduced and supported it — 
from its prf amble, and from the character of its principal 
enactment/.- Having thus, as we think, ascertained the 
intentioiv of the act, we use this intention to ascertain the 
meaning, of some of its obscure or disputed enactments ; 
for all Vie provisions of an act must be in conformity with 
its int/ntion. Sometimes the intention of an act is 
emplo'^ed as an argument for introducing a supplementary 
act tj carry out its supposed intention. Thus, the Bank 
Chapter Act of 1833 authorized the establishment of 
joirc-stock banks in London. It was maintained that, 
as ''.he Legislature had thus authorized the formation of such 
b/iiks, it must have been its intention to grant to these 
b sinks the ordinary facilities for carrying on their business. 

( Hence the London and Westminster Bank — the first bank 
formed under the Charter Act of 1833 — brought a bill 
into Parliament, in the year 1834, to obtain the right of 
suing and being sued by their public officer. This power 
had been exercised from their commencement by the joint- 
stock banks located beyond sixty-five miles from London, 
and was the only way in which banking by public 
companies had been carried on. The bill passed through 
the House of Commons, in opposition to the Government, 
but was stopped in the Lords. 

Decisions of courts of law have also their intentions, 
and there are often disputes as to the cases to which any 
particular decision was intended to apply. The reasoning 
is usually from the relation of genus and species, or from 
analogy. The question is, whether the decision which has 
been given upon one case is not intended to apply, or may 
apply, to all cases of the same kind, and also to cases which, 
though not exactly of the same species, are very similar, 
and can be shown to rest upon the same kind of reasoning. 
Sometimes the previous chain of argumentation before the 
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court, or the language of the judges in pronouncing judg- 
ment, may indicate this intention. In other cases, there 
are no means of gathering the intention of the court, and 
the argument rests entirely upon the similarity between 
the adjudged case and the one sought to be decided. In 
the process of reasoning, the adjudged case is technically 
called a case in point.” 

2. The Prices op Commodities. 

A state of mental feeling is often a connecting link 
between a cause and an effect. It has been contended by 
political economists of high standing, that an increase in 
the currency of a country causes a general advance in the 
prices of commodities. The late Mr. Hume collected, from 
public documents, a great number of facts, showing the, 
correspondence that had existed between fluctuations in 
the circulation of Bank of England notes, and fluctuations 
in prices, chiefly with reference to the prices of the public 
funds. Lord Overstone stated that the connexion between 
fluctuations in prices and variations in the amount of the 
circulating medium, is a question of extremely difficult 
solution in detail but unless this connexion be admitted, 
the whole doctrine of regulating the circulation by reference 
to the state of the exchanges falls to the ground.” 

But this effect is produced only when the increased 
currency has produced in the public mind an increased 
desire of buying. It is the increased demand which 
advances the price. And if this increased demand should 
become a speculative demand, then prices will become 
speculative prices. When the increased quantity of money 
does not produce any feeling on the public mind, as is 
sometimes the case, then prices will not be affected. The 
error of these writers consists in supposing that money 
acts upon prices mechanically, and that the effect is 
immediate, necessary, and universal; and they take no 
account of the intermediate mental feelings by which they 
were connected : and the application they made of this 
doctrine was, that as every importation of gold increased 
the amount of the currency, it necessarily raised the prices 
of all commodities ; that in consequence of these advanced 
prices, our exports diminished, our imports increased, the 
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foreign exchanges became unfavourable, the gold was again 
exported ; then the currency being again diminished, the 
prices fell, and then we went on as before. In this in- 
genious piece of mechanism, the mainspring is the altera- 
tion of prices produced by alterations in the currency. 

Mr. Took denied the truth of this doctrine, but fell into 
a different error. Finding from statistical inquiries that 
the prices of commodities could generally be accounted for 
by mental feelings or calculations respecting the articles 
themselves, he rested here ; and having found an adequate 
cause, he did not admit that these mental feelings were 
either produced or stimulated by the abundance of money. 
The view we took of this question, when it occupied 
public attention, is thus expressed in our pamphlet, 
Plans and Principles for regulating the Currency.’^ 

Fluctuations in the currency can produce no physical effects 
without, in the first instance, producing a moral effect. Money 
always operates, in the first instance, by producing a moral effect ; 
by a moral effect, we mean an effect upon the minds of men. 
Abundance of money makes men buoyant, sanguine, and enter- 
prising, and hence they go into speculation. On the other hand, 
a scarcity of money makes men timid, cautious, and apprehensive, 
and hence they prepare for the worst that can come upon them. 
In consequence of these mental affections, fluctuations in the 
currency often produce greater effects than the mere amount of 
the fluctuation would lead us to expect. Speculators and mer- 
cliants have always some peculiar reason for dealing in one 
commodity rather than another, but the facility of obtaining the 
money is the moving cause of the speculation, and the price of 
each commodity will advance according to the quantity of money 
that is brought to bear on that particular market.” 

3. Banks and Bankers. 

In matters of business, men are generally supposed to be 
influenced by a desire to promote their pecuniary interest. 
When new banks are established, they sometimes intro- 
duce new principles adapted to promote the advantage of 
the public. When the first joint-stock bank was opened 
in London, it introduced the practice of allowing interest 
on deposits. The joint-stock banks subsequently opened 
followed the same practice. When these banks were 
young, and the rate of interest was low, their deposits 
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were not large ; but now the banks are strong, and the 
rate of interest is high. We will point out the effects of 
this : — At the present time (November, 1856), the mini- 
mum rate charged for discount by the Bank of England 
is seven per cent. ; all the London joint-stock banks allow 
six per cent, on deposits ; hence parties who have current 
accounts with the Bank of England, or the private banks, 
who give no interest, will reduce their balances, and place 
the money at interest with the joint-stock banks. Some 
country banks will do the same, and individuals in the 
country, as well as in London, will place their spare money 
to get this high rate of interest. Let us trace the effect 
of this. The object of the Bank of England in raising her 
rate of interest to seven per cent., is to prevent the ex- 
portation of her gold. The joint-stock banks, by allowing 
six per cent, and charging seven, co-operate with the Bank 
of England in producing and maintaining a high rate of 
interest throughout the community. At the same time, by 
gathering all the available money in the country, and 
employing it for short periods, either as loans on Govern- 
ment securities, or in discounting commercial bills, the 
joint-stock banks protect the commercial interests and 
the community against the evil effects that might other- 
wise arise from the measures of the Bank of England. In 
former seasons of pressure, those who had property in the 
public funds, and wanted money, w^ere obliged to sell ; and 
hence the prices of stock fell. Merchants who wanted 
money sold their goods at a loss ; and hence prices of 
goods fell — or, if they could not sell nor get their bills dis- 
counted, they failed. But now the large deposits in the 
joint-stock banks become an available and an increasing 
fund for the protection and relief of these parties. An 
analysis of the operations will show this more clearly : — 
The Bank of England, to prevent the exportation of gold, 
advances her rate of interest on discounts and loans, and 
perhaps introduces other restrictions, such as limiting the 
dates of the bills to bo discounted, and declining all ad- 
vances on Government securities. Then parties who have 
occasion for this accommodation, become embarrassed. But 
the joint-stock banks now raise their rate of interest al- 
lowed on deposits to one per cent, less than the minimum 
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rate charged by the Bank of England. This brings in- 
creased deposits to the banks, but they are taken for only 
a short period. The banks would not take them at a high 
rate of interest for a fixed long period, as they know not 
how soon the Bank rate might be reduced again. As they 
receive the deposits for short periods, they can employ 
them for only short periods. The only way of thus em- 
ploying them is either by lending them on the Stock 
Exchange, or in discounting short bills, either directly for 
the party themselves, or through the means of the bill 
brokers. Thus, support is granted to the very parties 
whom the restrictions of the Bank of England will most 
severely affect. Hence it is that, in the present pressure, 
there is neither calamity nor complaint. 

In the controversy that took place a few years ago about 
Banks of Issue, it was contended that all bankers that 
issued notes were anxious to issue as many as they could, 
and that the effect was an excessive issue of bank-notes. To 
this it was replied, that bankers did not wish to issue more 
notes than they could maintain in circulation, for experience 
had shown that, when they exceeded this amount, the 
notes came back against them on the exchanges with other 
bankers, and thay had to pay them in cash, or by a draft 
on their London agents. It was also contended that this 
competition in the issue of notes did not lead to excess — for 
while each banker wished to issue as many notes as he could 
maintain in circulation, he wished also to withdraw from 
circulation the notes of all other bankers ; and hence com- 
petition tended to keep down the circulation to its proper 
and legitimate amount. 

In the discussions that took place with reference to the 
introduction of joint-stock banks into London, there was also 
a reference to motives or final causes. A bank-director, it 
was said, could not act with so much caution as a private 
banker, inasmuch as the bank directors dealt with other 
people’s property, and the private banker dealt with his 
own. A bank manager, it was said, could not feel so much 
zeal for the success of his bank as a private banker, inas- 
much as the manager had no share of the profits, and the 
private banker had all the profits to himself. In reply to 
these observations, it may be asked whether people who 
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deal with their own money are always more cautious than 
those who deal with other people’s money ; and whether 
the circumstance of having all the profits to themselves is 
likely to increase their caution. It may farther be asked 
whether intense zeal is not likely to exceed the bounds of 
prudence, and thus be injurious to the bank. And it may 
also be asked whether a manager, whose salary increases as 
the bank may prosper, is not as likely to be as zealous as 
it is for the interest of the bank that he should be. 

As all actions are morally right or wrong, according to 
the motives from which they proceed, it is proper to place 
under the relation of final cause and effect those proceed- 
ings of a moral character that have a reference to banking. 
I have, in my Practical Treatise on Banking,” stated my 
opinions with reference to the moral and religious duties 
of public companies, so far as regards their relations to 
other parties ; but I have not stated the particular duties 
of directors, officers, or shareholders. With regard to the 
duties of directors towards shareholders, there is often 
much discussion. Some conscientious directors think 
they have no right to give away the money of the 
shareholders, as they call it, in donations to charities 
or objects not necessarily connected with the direct 
interest of the banks. Hence, in the list of subscribers 
to the Irish famine, to the fire at Hamburg, the patriotic 
fund for the relief of the soldiers who suffered in the 
Crimea, and to the French inundations, we did not observe 
the names of some of the London joint-stock banks. 
Directors, as we conceive, are not the servants but the 
governors of the bank. They have a right to do whatever 
the shareholders as a body ought to do. They represent 
the bank, not as a commercial agent represents his prin- 
cipal, or as a lawyer represents his client, but as an elective 
monarch represents the people that he governs. Public 
companies are not exempt from the duties of patriotism, 
benevolence, or religion, any more than individuals, and 
it is for the directors to decide in what individual cases 
those duties ought to be performed. 

It is of importance that a banker should have a know* 
ledge of the character of his customers, with their moral 
and intellectual, as well as with their business character. 
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An Upright man will act uprightly — he who does not act 
uprightly is not an upright man. These are the two 
principles of reasoning, founded on the relation of final 
cause and effect j but human character is compounded of 
different, and sometimes of opposite, principles. And it 
behoves a banker to be wide awake in dealing with his 
customers, so as to be able to judge in what way they are 
likely to deal with him. Some men are upright in their 
moral principles, but slovenly and imprudent in matters of 
business — others are good men of business, but have no 
honest principles. With some men their word is their bond 
— others speak the truth only when they intend to deceive. 
The representations or promises of men on the verge of 
failure can never be relied upon. Men in their circum- 
stances will make the most false statements to their banker, 
in order to obtain advances which would not have the 
slightest effect in saving them from ruin. It is charitable 
to suppose that in these cases the intellect has become 
affected, and they are not at the time aware of the folly 
and fraud of their conduct. Experience of mankind is ex- 
perience of the weakness and dishonesty of mankind in 
their pecuniary transactions. The history of insolvency 
is the history of fraud. It is no longer the practice for a 
trader, when he finds himself insolvent, to call his credi- 
tors together and divide among them what remains of his 
capital, and afterwards to endeavour by industry and 
frugality to make up the deficiency. Though conscious of 
his hopeless condition, he does not stop payment until he 
is unable to meet his daily liabilities. In the meantime 
he endeavours to postpone this period by getting his friends 
to accept accommodation bills — by buying goods on credit 
and selling them on lower terms for ready money— by en- 
gaging in reckless speculation, and by soliciting advances 
from his banker. At length he calls his creditors together, 
shows a balance-sheet prepared by a professional account- 
ant, showing that his estate can barely pay 2a in the 
pound. But he states that, with the assistance of his 
friends, he will pay 3s. in the pound, provided he gets an 
immediate release ; but if they do not take this proposal 
they will get nothing, as he must go into bankruptcy, and 
the assets will not be more than sufficient to work the 
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commission. The creditors make the best of a bad job, 
and accept the proposal. The insolvent again commences 
business, and goes on in the same reckless course as 
before. 

A banker is often at a loss to know how he should act 
on such occasions. He is asked to sign the release — he 
hesitates. He believes the man a fraudulent swindler, or 
at least a reckless speculator. He naturally wishes that 
such a character should be punished — and, as a banker, 
he is desirous that such practices should be checked by 
the honest indignation of the commercial world. He throws 
aside the balance-sheet, and exclaim Ho, I will not 
sign.” But he finds that the insolvent has already ob- 
tained the requisite number of signatures from his credi- 
tors to give him his release. The refusal of the banker to 
sign will not punish the culprit. Other parties as respect- 
able as the banker have signed, and he is solicited by 
parties whom it is his interest and inclination to oblige. 
The banker hesitates — and hesitates — and hesitates. At 
length he too joins with others in sanctioning a balance- 
sheet that he believes to be a fraud, and in again turning 
loose upon the commercial world a man that he believes to 
be no better than a thief. 

4. Bank-officers. 

As actions are the effect of mental qualities — in proper** 
tion as a man is qualified for an office, in such proportion 
will he properly perform the duties of that office. Hence, 
before a banker’s clerk is appointed, inquiry is made into 
his qualifications. It is necessary that he should be in 
good health, and also have a firm belief that he is in good 
health. A young man who has a fond mother and kind 
sisters, ever ready to persuade him not to go that day to 
the bank, but to stay at home to be nursed, telling him 
that his health is bad, and the weather is cold, his consti- 
tution is weak, and the work is hard, had better find some 
other employment in which his tender frame shall not be 
exposed to the inclemency of the seasons. The literary 
attainments necessary to becoming a bank clerk are very 
small indeed. If he can write a fair hand, and can per- 
form expertly the first four rules of arithmetic, he possesses 
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all the qualifications that are strictly necessary, and many 
are appointed who are deficient in both these respects. 
But the office requires a certain degree of mental power — 
not indeed of the highest order, but yet far from the 
lowest. A readiness in performing the simple operation 
of adding and subtracting is often not possessed even by 
young men who have received a classical education. 
Young clerks are not seldom dismissed for inaptness in 
this respect. The superior of the office can assign no other 
reason for their deficiency than that they are intolerably 
stupid,” and yet they may not be stupid in anything apart 
from figures. Dr, Robertson observes, that the degree of 
civilization in any nation may be measured by its know- 
ledge of arithmetic. Savages can seldom count above ten, 
but as their minds expand their skill in numbers increases. 
In like manner the performance of arithmetical operations 
with dexterity in a bank requires a peculiar adaptation of 
mind, which may or may not exist with dexterity in other 
mental attainments. The practical application of this 
doctrine is, that a clerk may be a good ledger-keeper and 
not a good cashier, and a good accountant may not become 
a good manager. 

To enable a banker’s clerk to perform his duties effi- 
ciently, it is necessary, not only that he have the mental 
qualifications for the performance of those duties, but also 
that he have the disposition and inclination to perform 
them. This involves the question of salaries. No man 
will work well if he works wdth reluctance ; and every 
man will work with reluctance if he thinks he is under- 
paid for his work. Every bank, therefore, should establish 
such regulations with regard to salaries and promotions as 
shall leave the clerks without any just reasons for dissatis- 
faction. In large establishments the best arrangement 
appears to, be to divide the clerks into several classes 
according to the character of the employments, to assign to 
each class a scale of salary proportionate to its relative im- 
portance — to let each clerk commence with a minimum 
amount of salary, to advance by a fixed amount every year 
until he reaches a maximum. In each class the promotion 
to be by strict seniority. So far good. We are able by 
this arrangement to place each young man in the depart- 
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ment for which, from his mental organization or his lite- 
rary attainments, he seems to be best adapted — whether it 
be the accountant’s, the cashier, the corresponding, or any 
other department. And as the increase of salary is by a 
fixed scale, and the increase of rank by removals, there is 
no room for any discontent or accusations of favouritism or 
patronage. But we want something more than this. It 
is desirable that the most talented men should be placed 
in the most important posts, and that they should reach 
these posts in the prime of life, and by a process of training 
that should qualify them for the performance of their 
important duties. But this can hardly be obtained by a 
system of seniority. The governing power in the bank 
must therefore exercise a discretion in removing individuals 
from a routine class to a more intellectual class, and of 
filling up certain posts not with reference to seniority, but 
solely with reference to the ability and suitableness of the 
party appointed. All the principal officers of the bank 
should be thus trained and selected ; but they should in- 
variably be taken from the working classes in the esta- 
blishment, and be of such acknowledged talent that there can 
be no ground for suspicion of patronage or favouritism. It 
is a sad discouragement to the intellectual portion of the 
clerks to perceive that the prizes at which they aimed, and 
for which they laboured, are after all not given to the best 
qualified and the most deserving. 

Among the questions that have a reference to the 
feelings of the mind, we may place those that regard cour- 
tesy and politeness. It may be supposed at first sight 
that such questions have but little connexion with bank- 
ing ; but, in fact, boards of bank directors have sometimes 
to discuss with much gravity questions of this description. 
No complaint is more frequently made by customers or 
the public against bank clerks than a want of politenesa 
No complaint can be more readily made — none more diffi- 
cult in many cases either to prove or to refute — and 
none upon which there is usually a greater contrariety of 
evidence. The clerks most exposed to this accusation are 
the cashiers, os they come most in contact with the public. 
Nothing tries a man’s patience more than being detained 
a long time at the counter waiting to get payment of a 
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cheque. He naturally becomes petulant — attributes the 
delay to the slo\niess or inefficiency of the cashier — ad- 
dresses him in short language, and is perhaps answered 
shortly in return — says that he has been insulted, and 
immediately sends a letter of complaint to the directors. 
The directors, justly considering that all their officers 
should be courteous to the public, enter into the investi- 
gation of the charge, and perchance a very logical discus^ 
sion takes place upon the necessity and the principles of 
banking politeness. 

We believe it to be a fact that these charges are usually 
made by parties who are not themselves remarkable for 
urbanity. It has been said that if you tell a man that he 
is no gentleman, that proves you are no gentleman ; for 
though what you say may be true in reference to the party 
you address, yet if you were a gentleman you would not 
tell him so. Accusations of a want of politeness are often 
proofs of a want of politeness in the party making the 
accusation. A readiness to take offence when no offence 
is intended is not the attribute of a gentleman ; and a 
person whose own conduct is free from rudeness has seldom 
reason to complain of the rudeness of others. The charge 
often arises from an irritable temper — a low opinion of the 
social position of the accused party — a spirit of self-im- 
portance — or a desire to get credit for the possession of 
that politeness of the want of which he complains in others. 
A cheap way of getting credit for any virtue is to accuse 
other people of the want of it. Charges arising from such 
dispositions should be entertained with caution ; and the 
services of a valuable officer should not be disparaged, nor 
his mind disturbed, through undue importance being given 
to petty accusations. It is a mistake to suppose that our 
banks can be exalted in public estimation by degrading the 
persons by whom their affairs are administered. There 
seems to be no reason why the officers of a bank should 
not be treated with as much respect as the officers of the 
army or the navy, or any other class of public func- 
tionaries. 

When an officer of the bank has acted decidedly with 
impropriety, and it is necessary that he should be ad- 
monished, he should always be admonished as a gentleman. 
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None but a gentleman can administer reproof to a gentle- 
man. It is the sharp razor that makes ’the closest shave, 
and yet leaves no wound. When, therefore, it becomes 
necessary to administer official reproof to a valuable officer 
or to a number of officers, the office should be assigned to 
that director who is most remarkable for the urbanity of 
bis manners ; and a different course should be adopted in 
cases where the admonition is all the punishment properly 
incurred, and where it is substituted for a heavier punish- 
ment that might with propriety be inflicted. Acts of 
, forgiveness lose all their effect when they are not performed 
with a grace. When an offence is described in the strongest 
language of vituperation, and immediately afterwards for- 
given, the culprit is likely to recollect more vividly the 
harshness of the censure than the enormity of the crime. 
If, he may say to himself, this act is really so heinous, 
why do they forgive me at all 1 but if my past conduct 
has really been so exemplary as to induce them to do so, 
might it not also have suggested a little more moderation 
in the tone of reproof ? 

Among the relations of the feelings of the mind and the 
actions of the conduct, we may take into consideration the 
act of resignation. Various motives may produce this. 
Want of health, excessive labour, or the opportunity of 
obtaining a better situation. These are the motives that 
usuall}? influence the junior members of the establishment. 
But the higher officers of the bank, when they change, 
have usually other reasons for their conduct. Perchance 
it may be an honourable ambition to occupy a superior 
post; perchance a jealousy of other officers of inferior 
merit who have been placed over his head ; or, perchance, 
remembrance of some real or supposed insult or injury 
that he has received from the bank. But whatever may 
be the cause, the question now arises, how far a superior 
officer in a bank is justified in resigning, and transferring 
his talents and his influence to a rival establishment ? 
As an abstract question, apart from special circumstances, 
we should contend that a manager, or other superior officer 
of a bank, has at all times a right to transfer his services 
to another bank ; but we think he has no right to employ 
his influence to attract the customers, or otherwise to in- 
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jure the bank he has left. P*erhaps, in all cases, he ought 
to give his present employers the option of retaining his 
services, if they have the power of placing him in a posi- 
tion equal to that now offered to him. It is difficult to 
lay down rules for all possible cases. The following letters 
wull show the course I adopted myself when I was invited 
to become the General Manager of the London and 
Westminster Bank : — 


[No. I.] 

From Messrs. Blunt, Roy & Co. of Londotiy to Mr. J. W. Gil- 
BART, Manager of the Waterford Branch of the Provincial Banh 
of Ireland, 

“ 10, Liverpool Street, London 
Sept. 12, 1833. 

“Sir, — ^Thc Committee of the London and Westminster 
Bank have directed us to enclose to you a Prospectus of that 
intended Establishment. 

“The amount of subscriptions justifying the Committee in 
making arrangements for opening the Bank, which seems likely 
to meet with public favour and confidence, the Committee are 
desirous of electing some of their principal officers. 

“ Your knowledge of Banking, and the character you hold in 
your present em])loyment, which is known to some members of 
the Committee, have induced them to request us to open a cor- 
respondence with you, to learn whether you would be inclined to 
hold a prominent situation in the Establishment. 

“ Any communication which this letter may lead you to make 
to us will be treated as entirely confidential ; and the earlier you 
can make the communication, and the more fully you may think 
it right to state your own wislies and views on the subject, the 
more you will oblige the Committee. 

“ We act as Solicitors to the Committee, and are very well 
known to Mr. Marshall, of the Provincial Bank of Ireland ; but 
to him we have not spoken of writing to you, that neither he nor 
you may be shackled by having had any communication with us 
on such a subject. 

“ We remain. Sir, 

“ Your most obedient Servants, 

“Blunt, Roy, Blunt & Duncan.” 


R 
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[No. II.] 

From Mr. J. W. Gilbaet to Messrs. Blunt, Roy & Co. 

“ Provincial Bank of Ireland, 

“ Waterford, Sept. 16, 1833. 

Gentlemen, — I have received your communication of the 
12th inst., wherein you state that you have been requested by the 
Committee of the London and Westminster Bank, to open a cor- 
respondence with me, to learn whether I would be inclined to 
hold a prominent situation in that Establishment. 

I beg to offer to the Committee my most respectful acknow- 
ledgments of the honour they liave done me, and I will reply to 
their inquiry with the utmost frankness. 

“ Though I have no reason to be dissatisfied with my present 
situation, yet I would prefer residing in London, which is my 
native place, to remaining in Waterford ; and I do possess the 
very natural ambition to hold a more prominent position than that 
which I now occupy. 

** At the same time, I do not think it would be prudent in me 
as a man of business, to leave a prosperous Establishment, where 
I am much respected, and in which my own labours have been 
signally successful, to join a Bank whose prosperity is yet to 
come, pd by whose Directors I might not at first be so highly 
appreciated — unless such a change were considerably to my 
advantage. 

I am not fond of change. I was thirteen years in a London 
Bank, and left it only when the house discontinued business. I 
have been above six years a Manager in this Bank, and if ever 
I should leave this Bank to join another, it must be to gain a 
situation of sufficient rank and emolument to save me from any 
temptation to a further change. 

“ I think I have now answered your inquiry, as fully as the 
nature of your communication admits. If the arrangements of 
the Committee are sufficiently advanced to enable them to make 
me an explicit proposal, I will consult with my friends, and with 
the Directors of our Bank, and then return an explicit reply. 

“ I am, Gentlemen, 

“ Your obedient Servant, 

“J. W. Gilbabt.” 



PART VI. 


THE APPLICATION OF THE SECOND CLASS OF THE 
PRINCIPLES OF REASONING TO THE ART AND 
THE SCIENCE OF BANKING. 

The second class of the Principles of Reasoning, as 
we have stated at page 122, are, — 1. Reasoning from 
Examples. 2. Reasoning from Analogy, Comparison, and 
Contrast. 3. Reasoning from Parables, Fables, and Pro- 
verbs. 4. Reasoning from Written Documents. 5, Miscel- 
laneous Reasonings, or as we have called them, Series of 
Resisonings. In this part of our work, we propose to 
consider the application of these principles of Reasoning 
to the Art and the Science of Banking. 


SECTION I. 

REASONING BY EXAMPLES APPLIED TO BANKING.* 

The word Example is employed in two senses ; we say, 
** for example,” when we adduce a fact that proves or 
illustrates any principle or observation that we have 
advanced. Thus we may say. Banking institutions are of 
great advantage to the community, in granting facilities 
for the transmission of money. For Focample, a trades- 
man in a country town may wish to send money to 
London in payment of some goods he has purchased 
there ; and if there is a bank established in his town, he 
can do this with the greatest facility. We used the word 
Example also to denote — a model worthy of imitation, or 
a model to be avoided ; as. That bank has prospered in 
consequence of constantly refusing to make advances upon 
dead security. Here is an example to be imitated. The 
other Bank came to ruin by making advances upon 
collieries. Here is an example to be avoided. Both these 

♦ We advise the reader before commencing this Section, to read again the 
Section on Reasoning by Example, at page 122 ; and the Section on Inductive 
and Deductive Reasoning, at page 262. 

B 2 
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forms of reasoning are called “ Reasoning by Example.’^ 
The following rules should be observed : — 

In reasoning by example, wo should bo able to prove 
that the examples we adduce arc events that have 
actually occurred, or facts that actually exist. If the 
alleged facts- can be disproved, the argument built upon 
them is overthrown. If they can be rendered doubtful, 
the argument is proportionably doubtful. Thus if it be 
said, that bank made great losses, through advances upon 
railway debentures, and we can prove that the bank in 
question never made any advances u2)on railway deben- 
tures, this completely disproves the assertion that the 
bank has made losses by that means. 

In reasoning by cxamjde, we must show that the propo- 
sition we wish to establish is a fair deduction from the 
examjile we adduce. Thus to refer to our former 
example, That bank has been ruined by an advance 
upon railway debentures.” Now the facts may bo true 
that the bank did make advances on railway debentures, 
and that it was ultimately ruined. But if it can be 
shown that these advances were to only a small amount, 
that they had only a short time to run, and that the loss 
was only a trifling sum; then it is not proved that the 
bank was ruined by advances on railway debentures, nor 
can its example be adduced as a proof that a bank ought 
not to make such advances. 

In reasoning by example, it is* necessary to show that 
there is a resemblance or analogy between the example 
and the cases to which the example is applied, so far as 
regards the lesson or doctrine to be enforced. Thus, if we 
say, the Bank of England has never given interest on 
deposits, therefore, the London and Westminster Bank 
ought not to give interest on deposits. To establish this 
conclusion, it is necessary to show that there is such a 
resemblance between the two banks ; that what is wise or 
proper for the Bank of England to do, is also wise and 
proper for the London and Westminster Bank to do. So 
it has been said the banks in Scotland grant cash credits, 
therefore the banks of London ought to grant cash credits. 
We should in this case also inquire if the circumstances 
of these banks are the same. 
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In reasoning by example, we must inquire wliethcr 
examples cannot be produced on both sides the question, 
and then draw our conclusions from the greater number or 
weight of the examples. Thus, the Banks of Scotland 
are all Joint Stock Banks, with unlimited liability; the 
Banks of the United States of America are Chartered 
Banks, with limited liability. To form a correct con^pa- 
rison we should consider the examples of practical banking 
presented to us by both these countries. The London 
private bankers have not given interest on deposits, the 
country private bankers have always done so. If we 
are to argue this question by example, we must consider 
how tliis practice has worked with both these classes of 
bankers. 

We will now specify some of those cases in which we 
reason by example in reference to banking. 

I. We reason from example when we adduce facts 
from history to prove the soundness of any particular 
system of banking. 

^‘The system of numerous brandies enables the banks of 
Scotland to transfer the surplus capital of the agricultural dis- 
tricts to the manufacturing and commercial districts, without 
going tlirougli the process of re-discounting their bills, 

“ Some Scotch writers have considered it a reproach to the 
English banks that they re-discount their bills, and have boasted 
that, with rare exceptions, the practice of re-discount is unknown 
in Scotland. The accusation is made without due consideration. 
The system of branches makes a difference in all banking arrange- 
ments. A bank in an agricultural district, say at Norwich, has a 
superabundance of money. A manufacturing town, say Man- 
chester, has a demand for money. The bank at Norwich will 
send its money to a bill-broker in London. The bank at Man- 
chester will send its bills to the same broker. A re-discount 
takes place. But let us suppose that the bill-brokering establish- 
ment should become the head office of a large bank, having one 
branch at Norwich, and another at Manchester. Then no 
re-discount will occur. The bills discounted at Manchester will 
never pass out of the possession of the bank. Nevertheless, the 
surplus funds at Norwich will be transferred to meet the wants of 
Manchester as effectually as before. This is an illustration of the 
branch system in Scotland. A bank at Edinburgh will have 
branches in both the agricultural and the manufacturing districts. 
Or a bank whose head office is in a manufacturing town, will have 
branches in the agricultural districts. Thus the surplus funds of 
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Perth, Ayr, and Dumfries, are speedily transferred to be employed 
at Glasgow, Paisley, and J)undee. Were a bank to be established 
at Glasgow without branches, it would probably have occasion for 
discount at certain times, as well as the banks at Manchester or 
Leeds. 

“ At the same time, we think this transfer of capital by means 
of branches is better than by means of re-discount. There is no 
occasion for the intermediate party, the bill-broker. The bills do 
not go out of the bank, so that men’s transactions do not become 
known. The abuses connected with re-discount by fictitious bills 
are effectually prevented ; and the bank can more readily regulate 
its advances in accordance with its means. To recur to our 
illustration : — The bank at Norwich may lose a large amount of 
its deposits ; the bank at Manchester, knowing nothing of this, 
may continue its advances in dependence upon receiving its usual 
re-discoant. The check may at length come so suddenly that the 
Manchester bank may be placed in difficulty. Under the branch 
system, should any large amount of deposits be withdrawn from 
one branch, the bank would immediately limit its advances at the 
others. The advantage of this system on the approach of a 
pressure is obvious.” 

“ At present, the business of the Highlands is transacted by 
means of bank notes of 1/. and 1/. 1.?., with some larger notes on 
occasions, and that with the greatest facility. Cattle dealers, and 
all others having to pay away money to any amount in small sums 
to a number of people, as in the instances mentioned, prepare 
themselves by a mixture of notes, some large and some small, 
accompanied by a few pounds of silver, and everything goes on 
well. These notes are preferred by the country people before 
gold, both because they are unable to distinguish between the 
genuine and base metal, and because these coins are more liable 
to be lost from their pockets than notes ; and they have no reason 
to repent their confidence in the stability of these banks, whose 
notes they have been accustomed to receive for so many years in 
their transactions. But if small notes are superseded, and gold 
substituted, it is not easy to see how the supply of gold is to be 
kept up to carry on the business and transactions of this country. 
Should a (juantity of it be received into the circulation, it would 
not^ remain long, but find its way into the baidks, who will not 
^ain give it out in bills as they do their notes, and it will 
immediately become a scarce article in the country. A person, 
then, having to pay in small sums, will on every such occasion be 
obliged to send his large notes to the bank that issued them, 
perhaps a hundred miles off, to receive gold and silver in their 
place, to answer his purpose. The conveyance of it to him is 
next to be provided for. The weight may be too much for the 
post. There are no mail-coaches ; and he must either employ a 
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carrier, moving too slowly for his occasions, or be at the expense 
of sending a trusty person for the treasure.” 

2. We reason from example when we adduce facts to 
prove the unsoundness of any system of Banking. The 
following instances may illustrate this mode of reasoning. 

We may say that the system of private Banking is 
attended with a good many failures. In proof of which 
we may adduce as examples the number of private 
Banks that have failed in each year for a number of years. 

We may say that i^ is very rare when a private Bank 
fails, for it to pay twenty shillings in the pound ; and we 
may adduce the rate of dividends paid generally by 
private Banks. 

We may say that private Banks may be in a state of 
insolvency many years before they stop payment ; and 
we may adduce examples of this being the case ‘with some 
Banks that have failed. 

We may say that private Banks are often very deficient 
in their system of book-keeping ; and we may adduce 
instances of this that may have become known in the 
Court of Bankruptcy. 

We may say that private Banking depends often upon 
the personal character of an individual partner ; and we 
may adduce examples where the death of one of the 
partners has been followed by the stoppage of the Bank. 

We may say that private Bankers are often engaged in 
other pursuits, and draw out money from the Bank to 
carry on other trades, and their failure in these other 
trades causes the ruin of the Bank ; and we may adduce 
examples in which this has taken place. 

Wo may say that private Banks are sometimes carried 
on under two or three names, or with the addition of 
Co., when there is only one person in the Bank ; and we 
may adduce examples of this. 

We may say that when a partner of respectable name 
and standing retires from the firm by death or otherwise, 
the business of a private Bank is sometimes carried on in 
the same name, though there is no partner of that name 
remaining in the firm ; and we may adduce examples 
of this. 

We may say that a private Banker in dealing with his 
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customers, may be governed by priva1;e feelings of attach- 
ment, or at other times by caprice, so as to give accom- 
modation liberally at one time, and at another time alto- 
gether withhold it ; and we may give examples of this. 

3. We reason from example when we point out the 
principles acted upon by some prosperous Bank, in order 
to induce another Bank to adopt similar principles. 

*‘The London and Westminster Bank. — Another prin- 
ciple of the bank — not announced in the prospectus, but 
adverted to in some of the Annual Reports — is that of keep- 
ing a large portion of its funds at all times in a convertible 
state. In the Report of March, 1830, the directors state — 
‘ Although a low rate of interest prevailed during the last year, 
the directors did not allow the desire of making large profits to 
tempt them into advances upon inferior securities, or to lock up 
their funds in inconvertible investments ; — they feel assured, that 
any departure from sound principles in banking, even when 
attended with immediate profit, must always result in loss to the 
proprietors, and danger to the establishment.’ Again, in the 
Report delivered in March, 1841, we read — ‘Througliout the 
whole of last year money was exceedingly abundant, and, conse- 
quently, cheap. But although a low value of money affects most 
severely those banks that have the largest paid-up capital, and 
which have been so managed as to retain the full command of 
their funds, yet the directors did not suffer the desire of obtaining 
a higher rate of interest to betray them into advances upon 
doubtful or inconvertible securities.’ In conformity with this 
principle we find, from the account of assets and liabilities 
attached to the Annual Reports of the directors, that the amount 
invested in Government securities is considerably more than the 
whole capital of the bank. The propriety of such a course must 
have been abundantly evident during the existence of the bank, 
for it would be impossible to find so many * pressures ’ on the 
inarket, or so much fluctuation in the value of money within any 
similar period in the history of banking. It may be presumed 
that the directors spoke from their own experience, when they 
stated in their Report of March 1840, ‘ the years 1837 ana 
1838 were remarkable for the abundance and cheapness of money, 
and the year 1839 for scarcity and pressure.’ Neither of these 
extremes is favourable to large banking profits : a state in which 
money is easy without being abundant, and valuable without 
being scarce, is most conducive to the welfare of both the banking 
and the commercial interests of the country.” 

4. Wo reason from example when we point out the 
principles or conduct which have led to misfortune in 
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other Banks, in order to induce our own Bank to avoid a 
similar course. 

** Some banks have become involved in difficulties througli a 
funeral want of system and discipline in conducting its anairs. 
This laxity shows itself in two ways — the absence of a good 
system of book-keeping, and the want of a proper control over 
its branches. 

“We could not adduce a more striking illustration of this 
observation than has been furnished in the history of the Agri- 
cultural and Commercial Bank of Ireland, as related before a 
Committee of tlic House of Commons in the year 1837. The 
following are extracts from this evidence. The books at the 
bead office had not been posted for four months. There were no 
stock books, showing the amount each shareliolder had paid on his 
share. There were no books showing the amount of the circu- 
lation. An auditor states : — ‘ They showed us no general 
account — their books were in a perfect chaos.’ They liad no 
account at the head office by which they could check any trans- 
action at the branches. Bills were sent away to be re-discounted 
without any entry of them being made in the bank-books. At 
the branches- there was no regular system of accounts. At no 
one branch was there a system of accounts that formed an 
adequate check upon the amount of notes in circulation ,* ‘ and 
from one branch we were told that returns had not been made to 
the head office for fourteen months, and from another for six 
weeks, and there was no question about it from the head office.’ ” 

Conduct still more criminal is ascribed to tbe Directors 
of tbe Royal British Bank. Tbe Commissioner of tbe 
Court of Bankruptcy stated that the following charges 
had been established against them : — First, commencing 
business before all tbe shares were subscribed for, and thus 
imposing upon the Board of Trade ; making, declaring, 
and publishing false statements and balance-sheets of the 
assets, liabilities, and profits of the Bank, for the purpose 
of concealing the actual state aud position of the affairs of 
the corporation ; declaring dividends when no profits had 
been made, and when great losses had been incurred ; con- 
spiring to raise the price of the shares of the company by 
illegal means, and with a criminal view ; conspiring to 
obtain a supplemental charter by false repre^ntations and 
false reports and balance-sheets ; making repeated gross 
misapplications of the funds of the Bank ; by large loans 
to some of the directors and other persons on terms of the 
E 3 
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utmost risk, and in total disregard of the discretion vested 
in the directors by tlie charter; by embarking in a 
hazardous speculation (juite foreign to the legitimate busi- 
ness of banking (the Welsh mines) ; and lastly, by not 
exercising proper superintendence and control over the 
general manager in conducting the business and affairs of 
the company. All tlie counts of this bill of indictment, 
the Commissioner stated, are amj)ly supported by evi- 
dence. The auditors, too, in his opinion, neglected the 
duty which they owed to the proprietors, of properly 
examining and auditing the accounts of the directors, by 
signing and re[)resenting as correct, accounts which were 
fallacious, and concealing the real financial state of the 
Bank at the time. The auditors were in a situation to 
know the falsehood of that which they had signed as correct, 
but neglected to avail themselves of the means of know- 
ledge within their power. 

5. We reason from Example when we adduce the par- 
ticular acts of other Joint Stock Banks for the pui*pose of 
inducing the Bank with which we are connected to adopt 
a similar line of conduct. 

The following Article, which I inserted in the Banker’s 
Magazine, ” for January, 185G, will supply an illustration 
of this kind of reasoning : — 

“A BANKING NOSEGAY. 

“ TO BE PKESENTED TO AXL BANK DIKECTOBS AND PRIVATE 
BANKERS ON NEW YEAll’s DAY. 

“ (Culled chiefly from the pages of the ‘ Bankers’ Magazine.’) 

1. The Bank of England. — In the year 1850, a Library 
Association was formed by the clerks of tlie Bank of England. 
The directors assigned three rooms witliin the Bank for a library, 
a reading-room, and a lecture-room, and gave 500/. towards the 
funds. Several of the diicctors individually presented also hand- 
some donations of both money and books. 

“2. The London and Westminster Bank.— At the gene- 
ral meeting held in July, 1855, the chainnau aunouiiced that 
Mr. Oliver Vile^ who had been above twenty years the manager of 
the Westminster Branch, had retired from the service of the 
bank, and that, in consideration of his zealous and valuable ser- 
vices, the direeijors had awarded him a pension of 1,000/. a year. 
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3. The London Joint-Stock Bank. — At the meeting held in 
July, IStO, the directors reported — ‘That tlie manager, ^Ir. 
Pollard, having claimed for his nominees the 1,000 shares at });\,r, 
to which they were entitled by his agreement when originally 
engaged, the same had been issued to them.’ The report aLo 
stated that the remainder of the shares had been sold at a premium 
of 3/. each. 

“ 4. The Union Bank of London. — At the meeting of July, 
1854, the directors announced the distribution of the remaining 
shares, and then proceeded tlius — ^The appropriation of the 
reserved shares will leave 794 undisposed of, and alfords an oppor- 
tunity, which the directors have long desired, of expressing, in 
some substantial manner, that entire and cordial approbation 
which the proprietors have so fiecpiently recorded of the eminent 
services of ^Ir. W. W. Sciimgeour, the general manager, as well 
as of other valuable officers of the Company. It would be an 
agreeable duty to the directors to enlarge upon the manner m 
which Mr. Scrimgeour has discharged his arduous and most 
responsible duties : but the present position of the bank best 
attests his unwearied zeal and tried ability, which have so mate- 
rially contributed to that result; and the directors feel assured of 
the hearty concurrence of the proprietors in the pro])osition to 
appropriate the residuary shares at par to Mr. Scrimgeour, as well 
as to Mr. Barton, the assistant manager ; Mr. Clack, the manager 
of the Begent-street Branch ; ^Ir. Wight, the manager of the 
Charing-cross Branch; and Mr. Walter Laurii’, the secrelary, 
who have each, in their several departments, well entitled them- 
selves to the respect and conlldence of the proprietors.’ The 
shares of the Union Bank were sold in the market immediately 
after this report at 13-^ premium cx. dividend. At this price, the 
profit on the above 794 shares would be 10,818/. 56-, the sum to 
be distributed to the general manager and the other principal 
officers of the bank. 

5. The London and County Bank. — The following is an 
extract from the report of the directors to the general meeting, 
held in February, 1853 : — ‘ Your directors have great gratihcalion 
ill stating that their respected chairman, Mr. John Sadleir, has 
laid the foundation of a provident fund, for the relief of officers 
who, from misfortune, sickness, or superannuation, may become 
incapable of providing for themselves and their families, lour 
directors have thought that the most acceptable return they could 
offer to Mr. Sadleir, would be some general measure by wdiich the 
provident fund might be systematically enlarged for the benelit of 
the officers. They have given to this object their most mature 
consideration, and have established a graduated scale of guarantee 
among the officers, wdiich combines the advantages of mutual watch- 
fulness and control over their fidelity and good conduct, with 
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a regular contribution by each officer to the increase of the provi- 
dciii fund. Your directors anticipate that the result of this plan 
will, in the eourse of a few years, give an extended and efficient 
aid to the benevolent views of the chairman.'’ 

“0. The Lirmingitam Banking (hmuANv. — At the general 
meeting, held in February, 185‘t, the shart'.holders le.soived — 
‘Thai the sum of 500/. be now presented to Mr. Beaumont (the 
manager) from the funds of the bank, as aB'stimony eminently 
due to him from the proprietors for his ])asn services.’ 

“ 7. The Union Bank of Liverpool. — At the eleventh annual 
meeting of the proprietors of the Liverpool Union Bank, held on 
the 5th Febiuary, 1 8 4G, the chairman informed the meeting ‘that, 
a]i]n’cciat ing highly the services of the manager (Air. Lister), and 
th(‘ })rosperity of the bank fully justifying them lu doing so, the 
directors had raised his salary to l,50(J/. a year; at which the 
propiietors present expressed their hearty coneurreuee. And it 
was recommended to the directors, by the jiropiielor^ presimt, still 
further to augment the manager’s salary with the increasing busi- 
ness and prosperity of the hank.’ Tlic salary of ihe manager 
was subsequent ly laised to 2,000/. ; and al the meeling held in 
February, 185 t, the directors reported furtlun* that — ‘According 
to the instructions of the last annual meeting, the directors took 
into consideralion the valuable services of Air. Lnter, and came 
to the unanimous resolution of increasing his salary from 2,tJ00/. 
to 2,500/. a year.’ 

“8. The llovAL B\nk OF Liver ]* ooL. — At the general meet- 
ing, held in July, 1855, tlie following announcement occurs in the 
report: — ‘The directors considciiug the tunc has anived when 
justice should be done to the unwearied exertions of the manager, 
have, by a resolution of the board, nuanimously voted to him the 
arrears of salary hitherto waived by him.’ A correspondent at 
Liv(‘rpool has favoured us with the following cx])lanation of the 
above jun-agrcpli. When the Uoyal Jlauk stopped payment in the 
year 1847, the salary of the manager, Air. Challers, had recently 
been advanced to 8,000/. per annum. After the stoppage, Mr. 
Chaircrs agreed to receive only 1,500/. a year till the capital had 
been restored to its former amount. It is understood that this 
has been attained in the present year, and the direclors have not 
only raised the salary of the manager to the former amount of 
3,000/. a year, but have also voted liim the arrears of the past 
eight years, amounting to 12,000/. 

“9. The Bvnk of Ireland. — A t the general meeting, held in 
December, 1853, a proprietor asked whether it was the intention 
of the court of directors to pay the income-tax for t he officers of 
the establishment. The governor replied — ‘ Yes, it is our inieutiori 
to do so. 

“ 10. The Pkovincial Bank of Ireland. — At the general 
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meeting of sharclioldcrs, held in the year IS Id, the chairman 
announced the retirement of the secretary, Mr. Jaiuc3 IMarsh.all, 
upon a pension of 1,000/. a year. He stated that Mr. MarslialPs 
sjxlary was 1,200/. a year, but 200/. was regarded as an equivalent 
for a house, so he considered that Mr. Marshall had retired upon 
full pay. 

“11. National Bank of Ikeland. — In the report of May, 
1855, tlie diiectors say: — ‘The directors have not been regard- 
less of the admitted merits of their ollicers, and in addition to tlie 
usual periodical increase to salaries of those who have notyet reached 
their maximum, they have thought it right to acknowledge their 
zeal and attention to the interests of the bank, by paying for them 
the income-tax on their salaries.’ 

“12. Mess us. Jones Loyd and Co. — A t the end of the year 
1845, the thmi senior’'partner in the firm, Mr. Samuel doncs Loyd 
(now Lord Overstone), addressed the following letter to the chief 
clerk of the bank : — 

“‘Dear Mr. Kirby, — ^Thc enclosed draft for 1,000/. 1 request 
you will place to the credit of the “Cleiks’ Ohiisinuis Bund.” At 
the close of the first year since my accession lo the head of this 
concern, I am desirous of olfering to those, through wliose assist- 
ance I have been enabled to bring it to a satisfaciorv conclusion, 
some substantial proof of my sense of their services, and of the 
interest which 1 feel in all that concerns tlieir comfort and happi- 
ness. The year now closing has been marked by some circum- 
stances of an accidental and temporary chaiaclor, which have 
tended to throw an unusual degree of labour and trouble on the 
clerical department of the office. Of the read i nos with which 
this has been met and overcome, I am very sensible, and for this, 
as well as for the uniform zeal and integrity with Avhich the general 
duties of the office arc discharged, I beg that the clerks will accept 
my grateful acknowledgment, and that you and they will believe 
me to be the fait hful friend of you all. 

“ ‘ (Signed) S. J. Lgyd. 

^^^Lothhury, December Uthy 1845.’” ^ 


G. We reason from Example when, from the unprofitable- 
ness of some investments made by ourselves or other 
l^ankers, we determine in future to avoid similar invest- 
ments ; or, when from the fact that a bill wo have discounted 
on a certain party lias not been paid when due, we infer 
that other bills we hold, not yet due, will also not be 
paid : — 

“The bankers of Lancashire usually keep the whole of their 
reserves in bills of exchange. If they have a ^good bill case,* 
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that is, a large amount of good bills in their case, tliey think 
themselves prepared to meet any emergency. Their objection to 
Government securities is founded, first, upon the low rate of inte- 
rest which they yield ; and, secondly, the possibility of loss, from 
fiuctuations in price. They contend, too, that good bills of exchange 
are more convertible than even excheipicr bills ; and, even if not 
convertible, the money comes back as the bills fall due, and 
thus the reserve is constantly repleiiislicd. 

‘‘ In doubtful cases, the banker, bcJorc discounting a bill, will 
probably look through his books, and satisfy himself with regard 
to the following inquiries : — 

VYhat is the character of the customer ? This inquiry will be 
answered from the Information Book. What is the usual balance 
of his cash accounts ? This will be answered by the Daily 
Balance Book. YYhat amount has he now under discount ? This 
will be answered from the Discount Ledger, and will suggest other 
inquiries. Is that amount greater or less than usual? What 
proportion does that amount bear to the average amount of his 
cash balance ? Is the amount chiefly upon few parties, or is it 
divided among a number? Have their bills been discounted 
chiefly upon the strength of the customer, or upon the strength of 
other parties ? Are his bills generally paid ? He will then pro- 
ceed to inquire about the other parties to the bill. What is the 
character of the accepter in the Information Book ? What is the 
nature of the transactions between the customer and the accepter, 
as far as can be ascertained? lias he had any bills upon him 
before, and have they been punctually paid ? Arc there any bills 
upon him now running, and how soon will they become due?’' 


7. We reason from example when wo attempt to justify 
the ]3ank of England in advancing or reducing her mini- 
mum rate of interest, by stating that under similar 
circufhstances she had on some former occasion adopted 
the same course : — 

f 

“ The Bank of England, which, during the recent sliutting of 
the Transfer Banks, has made its usual quarterly advances on 
stock at 64 per cent., gave notice this afternoon that the rate for 
such advances will now be 7 per cent., and that they will be 
limited to seven days. This movement was not generally known 
until after business hours, when it caused consols to be sold at 
a further decline. It is, however, precisely similar in character to 
that adopted at the approach of the dividend payments in January 
last. The step, therefore, might have been anticipated .” — TimeSy 
April 7, 1857. 
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8. Wo reason from example when we describe the 
praiseworthy conduct of individuals, in order to iiiduce 
other parties to act in a similar way. 

I may here transcribe the notice I wrote of Mr. J. S. 
Dalton, the founder of the ‘^Banker’s Magazine — 

“ The Dalton Memorial. — The Committee appointed by the 
fi- lends of the late Mr. Dalton beg to hand you a copy of the 
Resolutions passed at a Meeting, Iicid on the 17tb instant, in 
tlie rooms of the Banking Institute. 

“ Mr. John Sparks Dalton, at the ago of twenty -two years, 
became a clerk in the Provincial Bank of Ireland, and until his 
death held a confidential post in that cstablivshmeiit. He devoted 
his evenings to the cultivation of his miml, ar.d in the year 1S43 
published a small volume, entitled ‘The Banker’s Clerk.’ At 
the commencement of 1844 he originated the ‘Banker’s Maga- 
zine,’ and was the Editor from that period until his decease. Eor 
some time past he also edited the Banking department of the 
AiJa^ newspaper ; and liis excellent tables and analysis of the 
monthly circulation of notes in England, Scotland, and Ireland, 
were supplied by him to various ])ortions of the public press. 
Towards the end of the year 1851 he projected the Banking 
Institute, and his talents and energy contributed largely to its 
formation. In many other ways his knowledge and industry were 
often useful to both individuals and companies connected with the 
Banking community. His engagements appear to have exceeded 
liis strength, and at the early age of tliiity-six his labours were 
brought to a close by the hand of death, lie lias left a wife and 
three children to mourn their bereavement, and though his pru- 
dence has in some measure provided for tlicm, the proper education 
of Ills children will require the assistance of his friends. 

“Erom this summary of Mr. Dalton’s labours, each class will 
be enabled to estimate the degree of lespcct they should pay to 
his iiieiuory. Private Bankers, Bank Directors, and Bank Mana- 
gers will Icam that to him they are indebted for all the pleasure 
and information Avliicli, for the last nine years, they have derived 
from the perusal of the ‘Banker’s Magazine.’ Bank Clerks will 
bo reminded that one of their own body, by the cultivation of his 
talents, became the public advocate of their interests, and was 
ever ready to support any measure that tended to advance their 
physical comfort, their professional knowledge, or their social 
position. The Depositors and the Shareholders in Banks will 
acknowledge their obligations to a powerful writer, who constantly 
inculcated a rigid adherence to those sound principles which can 
alone ensure the safety and prosperity of our Banking Institutions. 
The friends of literature will feel called upon to lionour the memory 
of one who, both by example and precept, taught the art of com- 
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billing literary pleasures with commercial occupations. While 
men of all classes, and especially those who have families depen- 
dent upon their personal incomes, will look with sadness on the 
grave of one who, characterized by talent, energy, uprightness, 
and kindness, was suddenly snatched from the field of lionourable 
and successful labour, at a time when he had before him opening 
prospects of renewed exei tion and more extended usefulness. 

** These are the parties to whom this appeal is addressed. Its 
object is to raise a fund that shall record the respect entertained 
for the services that Mr. Dalton has rendered to the Banking and 
Commercial interests of Society. A portion will be applied to the 
erection of ‘ a plain monument over his grave, with a suitable 
inscription,’ and the remainder ‘ to the education of one or more 
of his children.’ The extent to which these objects will be carried 
out must depend upon the amount of the funds that may be raised. 
The application of the fund will be under the management of a 
Committee appointed for that purpose, aided by the advice of 
those gentlemen who have kindly consented to act as treasurers. 
Subscriptions will be received by any member of the Committee, 
or may oe paid into the London and Westminster Bank, to the 
credit of the * Dalton Memorial Fund.’ ” 

9. We reason from example when we present private 
or public testimonials to individuals to commemorate 
their exertions in favour of the Banking Institutions of 
the country. The reasoning implied in such testimonials 
is this : — ^You see the honour which is acquired by pro- 
moting the public good ; if you have equal talents, and 
are in a similar position as the party whose exertions are 
here commemorated, go and do likewise, and you may 
obtain similar honour. We take the following article, in 
illustration of this kind of reasoning, from the “ Banker’s 
Magazine,” of 1846 : — 

" On Monday, the 2d March ult., a number of the country 
Joint Stock Banks presented to Mr. Gilbart a service of plate, 
bearing the following inscription, which expresses the objects of 
the presentation. 

** ‘ Presented by the Joint Stock Banking Companies of Eng- 
land and Wales, to James William Gilbart, Esquire, the fi^t 
Manager of the first Joint Stock Bank estabUshea in London, in 
testimony of their respect and esteem for his character , and 
abilities, and in acknowledgment of the important services Im has 
rendered by his writings and exertions in the cause of Joint Stock 
Banking/ 
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‘‘ The plate was accompanied by the followinff address : — 

"‘To James William Gilbart, Esq., Genem Manager of the 
Loudon and Westminster Bank. 

"^Sir, — A committee of Joint Stock Banks having been 
appointed in August, 1844, to devise some means of giving expres- 
sion to their sense of obligation for your invaluable services in 
the cause of sound public banking establishments, I liave the 
honour to inform you, that they have selected for presentation to 
you, a silver dpergne tea service and salver. 

“ ‘ These articles I have now the pleasure of handing to you, 
respectfully begging your acceptance of them, as a token, however 
inadequate, of the appreciation in which your efforts and services 
in this important field of labour has been held. 

“ ‘ Your time and talents have been energetically and success- 
fully applied, not only in negotiations with the Government, 
during the progress of the recent currency measures through 
Parliament, but on every occasion where you could render service 
in consolidating the foundations, or giving free scope for the 
exercise of the legitimate functions of sound banking establish- 
ments. 

“ ‘ Your literary labours on the subject of banking and the cur- 
rency are too, well known and too justly appreciated to require 
further comment ; and your published evidence before successive 
committees of the House of Commons, clear, practical, and mas- 
terly as it is, presents a most useful and applicable mass of 
knowledge to all interested in banking affairs. 

" ‘ In conclusion, the committee beg to express their warmest 
acknowledgment and gratitude to you for your services to Joint 
Stock Banks, and baling generally, upon the proper foundation 
and conduct of which, the interests and welfare of the public are 
so lately dependent. 

"‘With every feeling of respect, and sincere wishes for your 
health and happiness, 

"‘liave the honour to remain, 

" ‘ (On behalf of the committee and subscribers) 

" ‘ Your most obedient humble servant, 

‘“Charles Brown, Chairman. 

" ‘ Eebruary, 1846.* ” 

10. We sometimes argue erroneously from examples. 
Such is the case when one deviation from sound principle 
is considered a sufficient reason for making another. 
"You advanced money on dead security to Mr. A. 
Then why not do the same to Mr. B. T’ "You have 
taken one clerk who is in bad health, or is hard of 
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hearing, or has an impediment in his speech ; then why 
refuse to take another who has a similar defect?” "I 
know you have allowed Mr. A. to overdraw his account 
to a large amount ; then why not let me do the same 
thing ? ” A few days ago you advanced 100,000Z. to a 
railway, and now you refuse to advance 50,000^. to a 
railway of greater credit.” 

This reasoning may be erroneous in two ways. If, in 
the example adduced, the advance was an imprudent one, 
in being made to a railway unworthy of credit, it is no 
reason for making advance to another railway somewhat 
less unworthy. Every case should be discussed upon 
its own merits, and not by comparison with another ad- 
vance of acknowledged imprudence. One unwise act can- 
not be fairly adduced as a reason for committing another. 
Again, the advance of 100,000Z. made in the former case 
may be as large an amount as the Bank, with a due regard 
to its financial position, ought to invest on that kind of 
security. In this case the former advance, so far 
from being a reason for making another advance of the 
same kind, would be a reason for not making it, however 
superior may be the character of the railway. 

On the other hand, we argue erroneously, when we 
refuse to engage in one transaction, not because that one 
would be objectionable, but because it would be imprudent 
to engage in a very large number of similar transactions. 

We may have a hundred applications to do the same 
thing. Now it would be imprudent to do it a hundred 
times, therefore it would be imprudent to do it once.” 

11. Under the head of Reasoning from Examples we may 
place the Doctrine of Probability. This doctrine is 
founded on the principle 4hat the future will resemble the 
post. If, then, an event has occurred once, it is possible 
that, under similar circumstances, it may occur again. If 
it has occurred two or three times, possibility may be in- 
creased to probability, and this probability will be in- 
creased by every additional occun’ence of the event. But 
Ihis probability may be diminished or totally destroyed 
by the occurrence of opposite events ; and then we shall 
have to calculate the probability, not merely from the 
number, but also from the character of these events. 
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Thus, if a banker holds a dozen bills upon a party, and 
ten should be punctually paid, and the eleventh should 
not be paid, the probability of the twelfth being paid is 
not as ten to one ; for the non-payment of the eleventh 
will more than counterbalance all the evidence from the 
pajrment of the pre^ous ten. So in regard to moral 
prmoiples ; one act of fraud will more than counterbalance 
twenty acts of uprightness, in forming a judgment of the 
character of the individual. So if a tradesman has failed 
three times before, and two of these failures are fraudulent, 
this will not be regarded as evidence that there are only 
two chances to one that his fourth failure is dishonest. If 
a customer borrows money of his banker, and for six times 
is punctual in repayment of the loans, but fails on the 
seventh, his banker will not readily trust him again upon 
the ground that there are six chances to one that the next 
loan will be punctually paid. Something, however, will 
depend upon the order in which the failure of his promise 
occurred ; for if the party failed in his first promise, but 
was punctual in the subsequent six, then the case will be 
different, as far as regards the confidence of his banker. 
These failures are, in fiiot, considered as indications of the 
present character or the present circumstances of the 
party, and the influence they will have in forming our 
judgment of his future conduct will depend upon the 
number of times they have occurred, the character of the 
failures themselves, and the time which has elapsed since 
the transactions took place. 

Sometimes we are called upon to judge as to the pro- 
bability of future events, when the past does not furnish 
us with any examples precisely applicable to the case be- 
fore us. Here we form our judgment from analogy and 
comparison, from the principles and feelings of human 
nature, and from the general course of events. And as in 
these cases we Jiave often but slender evidence on either 
side, or perhaps evidence equally strong on both sides, we 
must expect that our anticipations will sometimes not be 
realized. 

Among subjects of this class may be placed the future 
prices of the funds, the degree of success that may attend 
new banks or other pubUc institutions, and the future 
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conduct of bank directors or other public bodies. A 
striking instance of this uncertainty occurred in the Rea- 
sonings of the City Article of the Globe newspaper on the 
2d April, 1857. At 12 o’clock it writes thus : — 

^‘The Money Market continues in a tightened condition, and 
the demand is maintained at firmer rates. The arrivals of specie 
now announced will, however, Iiave the effect of supplying the 
demand for the Continent, and will also probably assist to recruit 
the stock of bullion in the vaults of Threadneedle-street. If this 
should not prove the case, the circumstance of further remittances 
being on the way will create confidence and lessen the apprehen- 
sion which would otherwise be entertained with respect to a 
further upward movement by the bank authorities. Notwith- 
standing reports have been circulated with regard to an augment- 
ation of the terms, it is not supposed the directors will resort to 
more stringent measures, but that they will wait to ascertain the 
destination of the present supplies of specie. It is expected that 
the bullion recemts are now likely to increase, and, having sur- 
mounted the difficulties of the latter part of last year, the pros- 
pects of the future are considered more encouraging.*' 

At 2 o’clock it writes thus • — 

“ The commercial public have been taken by surprise at the 
resolution just adopted by the Bank directors for raising the 
minimum from 6 to per cent, for all descriptions of paper. 
This alterai ion aj)plies to loans on stock as well as discounts. 
Although the measure was in some degree apprehended, and a 
larger number of persons congregated near the Bank ‘parlour’ to 
hear tlie result of the deliberations, which were of a protracted 
nature, an advance was not generally anticipated. Tlie result, 
however, shows that it is impossible to form any precise opinion 
of what is passing within the precincts of the Bank.” 

In regard to the following points, also, we might have 
been deceived in judging of probabilities. 

It might have appeared probable that were a banker 
to receive a large sum of money, and engage to repay it 
upon demand, he would be obliged to retain the whole 
sum in his till that he might at all times be able to com- 
ply with the demand. — It might have appeared probable 
that were he to receive numerous sums of money from 
various persons, with an engagement to rep'ay those sums 
in any quantities they might require, he would be com- 
pelled to charge them for conducting the operations. — It 
might have appeared probable that were he to receive 
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various sums of money from numerous individuals, each 
of whom might draw out the whole of his deposits wlien- 
ever he pleased, that the average amount of the deposits 
in the banker s hands would be subject, from day to day, 
to very great fluctuations. — It might have appeared pro- 
bable that though Joint-Stock Banks were excluded from 
the clearing house when they were young and small 
establishments, yet they would be admitted when they 
should become powerful and prosperous Banks, and that 
the admission would take place in less than twenty years 
after their establishment. — It might have appeared pro- 
bable that when Joint-Stock Banks should be established 
in London, that all the country Joint-Stock Banks would 
employ them as their London agents. — It might have 
appeared probable that when the Bank of England was 
divided into the Banking and the Issue departments, the 
latter to be ‘‘ a self-acting machine,” the directors would 
no longer be held answerable for the regulation of the 
currency. — It might have appeared probable that after 
the Act of 1844 had been suspended in 1847, the advo- 
cates of that measure would acknowledge that it had 
failed to accomplish its purpose. — It might have appeared 
probable that after all the books and pamphlets that have 
been written on the currency, the public would become 
better acquainted with the subject than they were before 
these books and pamphlets were published. — It might 
have appeared probable that both private and Joint-Stock 
Banks would profit by experience, and avoid those 
measures by which other Banks had been ruined. 

We may observe that the Doctrine of Probabilities, or, 
as it is called, the Doctrine of Chances, as taught in the 
science of mathematics, is not applicable to banking. A 
banker cannot take the number of bills he discounted last 
year, observe how many were punctually paid, and how 
many were dishonoured, and from this proportion calcu- 
late the probability of punctual payment with regard to 
the bills offered to him for discount in the present or 
any future year. Probability in banking is not the balance 
of numbers, but the balance of arguments, and arises from 
a consideration of all the circumstances of each individual 
case. But time and number are sometimes circumstances 
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that enter into the calculation. In reply to an enquiry 
about his customer, a banker may reply, “ He has kept an 
account with us for a long time, and has always been 
regular. It is probable, therefore, that he will continue 
to be regular.” When a bill is offered him for discount, 
he may say or think, ‘‘ I have discounted several bills on 
this man, and they have always been punctually paid ; it 
is probable, therefore, that this bill will also be paid.” 


SECTION 11. 

EEASONING FROM ANALOGY, COMPARISON, AND CONTRAST 
APPLIED TO BANKING. 

We have stated, at page 137, that Analogy means resem- 
blance — that to reason from analogy is to reason about 
one thing from its resemblance to another thing ; that an 
analogy means an agreement between two or more things 
which in other respects are different ; but when there are 
several points of agreement, it is then a comparison ; and 
that sometimes we compare things together, not to dis- 
cover wherein they agree, but wherein they differ, and we 
rest our argument upon the difference or contrast. In 
the illustrations that we have copied from our own 
writings, we have noticed — 1. The Analogy between 
Nations and Public Companies as to their Moral Re- 
sponsibility ; 2. A Comparison between the Pressures of 
the years 1836 and 1839 ; 3. A Contrast between the 
Circulation of the Bank of England and that of the Country 
Bankers ; 4. A Comparison between the Country Bankers 
and the Branches of the Bank of England ; 5. A Compa- 
rison between Branch Banks and Independent Banks ; 6. 
A Comparison between Cash Credits and Bills of Exchange ; 

7. A Comparison between English and American Banking ; 

8, The comparative Effects of the Banking Laws of 1844 
and 1845 in England, Scotland, and Ireland. 

In the further application of these principles to the art 
and the science of banking, we begin with analogy. At 
the same time, we may observe that, in ordinary conver- 
sation, the word analogy is used in a more extensive sense 
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than wo have here employed it, and includes the general 
idea of comparison. 

We have said that to reason from analogy is to reason 
about .one thing from its resemblance to another. The 
existence and attributes of the thing with which the com- 
parison is made are not a question of dispute. Like the 
implied proposition in an Enthymem, they are believed or 
admitted to be true. The only question is, how far the second 
thing bears a resemblance to the first, and whether it is 
such a resemblance as will warrant the same conclusion 
from the second which you have justly drawn from the 
first. In illustration of this principle, we make the fol- 
lowing quotation from Mr. Bell’s Philosophy of Joint- 
Stock Banking : — 

“ If a person went into the shop of a grocer in order to make 
a purchase, and presented in payment the note of some distant 
country bank, of which and of the person himself the grocer 
knew nothing, we would entertain a very indifferent opinion of 
the judgment of the latter, if, simply because the stranger had 
the manners of a gentleman, and spoke like a man of sense and 
honour, he gave him value for the note. In like manner, if a 
banker had a bill presented to him for discount, which is virtually 
presenting him with a document to be exchanged for the mer- 
chandise — money — in which he deals, and although he knew 
nothing of the parties by whom the bill was drawn and accepted, 
yet because the person presenting it had the air and manners of a 
gentleman, or even because he looked like an honest man, he was 
induced to advance money on the bill, we should reasonably con- 
sider him a weak banker.*’ 

In this quotation it is assumed to be true, that the 
conduct of the grocer would be imprudent. It is stated 
that the conduct of the banker would be analogous to 
that of the grocer ; and hence it is inferred that the con- 
duct of the banker would also be imprudent. 

In the year 1855, the Chancellor of the Exchequer (Sir 
George Cornewall Lewis) proposed to lay a penny stamp 
upon every cheque drawn on a banker. One. argument 
employed by the joint-stock bankers against this tax was 
that it would cause a great number of small accounts to 
be closed, and the parties, instead of keeping their money 
at their banker’s, would keep their money in their own 
houses, and consequently a larger amount of coin or notes 
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would be required to carry on the trade and commerce of 
the country. This argument might have been illustrated 
and enforced by a reference to the Savings’ Banks. These 
banks hold a great number of deposits individually small, 
but amounting in the aggregate to a large sum, which is 
rendered available for public purposes. Let us suppose 
that one- third of these deposits wore to be withdrawn, not 
to be invested elsewhere, but to be hoarded in the cup- 
boards of the depositors. Here, then, would bo an imme- 
diate demand for gold or bank notes to the extent of 
ten millions. This sum must have been found by the 
Government, and the demand for this large amount of 
currency would have affected the Bank of England. Now, 
the joint-stock banks have many accounts, the balances oiF 
which individually are not larger than the maximum of a 
savings’ bank deposit. If any considerable amount of 
these deposits were withdrawn, the effect would be the 
same as the withdrawal and locking up of deposits from 
the savings’ banks. For although the parties would be 
continually receiving and paying away money, yet the 
average amount retained in their own hands would, of 
course, be the same as the average balance they had pre- 
viously kept with their bankers. 

Some of the witnesses before the Bank Charter Com- 
mittee have given opinions in favour of requiring banks 
of issue to give Government security for the amount of 
their issues. The following objection to this arrangement 
is an argument from analogy, and it may bo directed 
against all similar arrangements. 

When a merchant fails, we often find in his balance that 
a certain amount of debts is secured, and another amount 
of debts is unsecured. In proportion as the secured debts 
are large, in such proportion the dividend he can pay on 
the unsecured debts is small. And we find that: corn mer- 
chants, colonial brokers, and others, who can readily 
transfer their property by means of dock warrants, usually 
pay a bad dividend to their geneml creditors. They had 
previously borrowed ’money on their warrants, and the 
holders of these warrants getting paid in full, there is but 
little left for the holders of their bills, or for any other 
parties to whom they are indebted. 
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Now, is there not an analogy between those parties who 
give security to particular classes of their creditors, and 
those banks who give Government security for certain 
classes of their liabilities % The Bank of England gives 
security for the amount of their notes ; the Bank of London 
have transferred to the Board of Works Government secu- 
rity- for the funds that may be lodged with them as their 
treasurers ; and we have heard of other joint-stock banks 
adopting similar proceedings. When it was proposed 
some years ago, that country banks of issue should give 
security for their notes, it was objected that, in cases of 
failure of the bank, the holders of the notes would then 
be paid in full, and the depositors might get nothing. 
May not the same effect take place in case of the failure 
of those banks that give Government security for certain 
classes of their deposits ? 

We reason erroneously from analogy when the facts of 
the first case or of the second case are not correctly stated, 
or when there is no analogy or a mere verbal analogy be- 
tween them, or when the analogy is not such as to warrant 
the kind of conclusion which has been inferred. The fol- 
lowing are examples in which the analogy or the want of 
analogy does not warrant the inference. 

It is not necessary that the London joint-stock banks 
should, like the banks of Scotland, have a large paid-up 
capital, in proportion to their liabilities ; inasmuch as they 
do not issue notes. 

This young man should be appointed a clerk in the 
bank, in preference to the other candidate, who is better 
qualified j for his father is dead, and his mother has a large 
family. 

This reckless speculator, by whom thousands of honest 
people have been ruined, is not morally so great a criminal 
as he who has just picked your pocket of a handkerchief; 
for one has committed felony, the other has not. 

It is not so great a crime to defraud a joint-stock bank 
as it is to defraud a private bank ; as the loss falls on a 
greater number of partners. 

Comparison. 

Comparison is the basis of all our reasonings. An idea, 
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or a conception, is a representation of a thing in the mind. 
To ascertain if we have a correct idea of anything, we 
compare the idea with the thing. If they correspond, 
then we say, we have a correct idea of the thing — 
otherwise our idea is incorrect. * Then we compare our 
ideas with the words employed to denote those ideas, and 
we call these words correct or incorrect, clear or obscure, 
definite or indefinite, certain or ambiguous, according as 
they correspond with the ideas they are intended to ex- 
press. If we wish to give a logical definition of anything, 
we compare it with other things. We observe wherein it 
agrees with those other things, and we call that the genus ; 
we observe wherein it differs, and we call that the dififer- 
ence ; and by joining the genus to the difference, we form 
the definition. (See pp. 22, 250.) So in propositions, we 
compare the subject with the predicate. If they agree, 
we form an affirmative proposition ; if they disagree, our 
proposition will be negative. Again, in framing our 
syllogism, we compare two propositions — the major and 
the minor. If they agree, our conclusion will bo affirm- 
ative ; if they disagree, our conclusion will be negative. 
(See page 50, 263.) Arguments which are not in the 
syllogistic form, are equally founded on comparison. “ As 
this bank was badly managed, it has stopped payment.” 
Here, in technical language, the ideas of badly managed ” 
and of stopping payment” are said to agree, and the 
conclusion asserts this agreement. 

But when we employ the word comparison to denote a 
principle of reasoning, we do not use the word in this 
technical sense. In popular acceptation, the word com- 
parison means to put two things side by side, and see 
wherein they resemble each other, and wherein they differ. 
The operation is similar to that of making a formal logical 
definition, except that in the definition we inquire only 
into the one main thing in which they agree, and the one 
main thing in which they differ. In comparison we 
notice all the agreements and all the differences, so far as 
may, be necessary to the point we wish to prove. 

There are many cases in practical banking in which we 
have occasion to reason by comparison. When a banker 
deliberates whether he will keep his reserve in Government 
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stock, exchequer bills, commercial bills, or any other kind 
of investment, he necessarily makes a comparison between 
these different investments ; and he inquires which will 
yield the highest interest, which is most secure against 
loss, and which can most readily be turned into money, in 
case he should require it. There is no difficulty in answer- 
ing these inquiries individually, but there is often embar- 
rassment in deciding which of the modes of investment, 
taking all the circumstances into consideration, it is most 
desirable to adopt at that precise time. 

When a new bank is about to be established, it is usual 
to compare the different banks in operation in other places, 
in order to ascertain which of their principles dre adapted 
to the locality of the bank about to be formed. The fol- 
lowing is an example of this : — 

'‘At the time the London and Westminster Bank was an- 
nounced, it was contended by the advocates of the previous sjs< 
tern, that the principles of joint-stock banking were wholly 
inapplicable to the wants and habits of the population of London. 
Had the founders of this bank possessed zeal without discretion, 
they would probably have disregarded the peculiarities of the 
field of their operations, and have adopted entirely the system of 
banking so long acted upon in Scotland. They seem, however, to 
have combined the enlightened views of statesmen with the 
caution and practical knowledge of men of business. Hence, 
they followed or discarded the principles of Scotch banking ac- 
cording as they found them adapted, or otherwise, to the local 
circumstances of the London population.” 

“A further attempt was made to popularize the system of 
banking in London, by allowing interest upon small sums of 
money lodged on deposit receipts. All the witnesses examined 
before the Parliamentary Committees of 1826 had borne testi- 
mony as to the beneficial effects of this system in Scotland. And 
although the London and Westminster Bank, not being a bank 
of issue, could not regard these small deposits as an instrument 
of increasing its circulation of notes, yet it was thought that the 
system miglit be rendered a source of profit to the bank, and cer- 
tainly an advantage to the community. The savings’ banks could 
receive no more than 30/. from a depositor in each year, and only 
150/. in the whole. Those parties who had further sums they 
wished to deposit in a place of security upon the principle of 
receiving interest on the sums thus lodged, were provided with 
such a juace in the London and Westminster Bank. Sums from 
10/. to 1,000/. are received on deposit, and interest allowed at a 

s 9 j 
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known rate, and they are at all times repayable upon demand 
without notice. 

“The London and Westminster Bank have not adopted the 
system of cash credits, as practised in Scotland. These credits 
are valued by tlie Scotch banks chiefly as an instrument for the 
issue of their notes; and it may ’be questioned whether the sys- 
tem can be rendered a source of profit to a non-issuing bank with- 
out imposing heavy charges in the form of interest and commission 
upon the customers.” 

The adoption of public measures may also be decided 
upon the principle of comparison. For example, it may 
be inquired whether, in time of war, it is better to raise 
the supplies by way of loan, or by means of increased 
taxation. The arguments in favour of raising extraordinary 
supplies by loans rather than by increased taxation, are 
the following: — 1. Larger sums can be raised by loans 
than by taxation. — 2. They can be raised in less time, so 
as to meet a sudden demand. — 3. Tliey cause less pressure 
on the comforts of the people. — 4. They produce less 
injury to the trading and commercial community. On the 
other hand, it may be stated that loans are an encourage- 
ment to Government to be extravagant, and are a tax upon 
posterity. 

Again, it may be inquired ^whether it is better to raise 
a loan on 3 per cent, consols, or at 5 per cent. The 
arguments in favour of borrowing money on 3 per cent, 
consols rather than on 5 per cent, are, that the annual 
charge is less, and tliat the loan is more readily taken, as 
consols are always saleable. The objection to borrowing 
money in consols is, that the annual charge cannot be 
reduced when a fall has taken place in the market rate of 
interest. 

When an author publishes a new work upon banking, 
or logic, or anything else, he usually draws a comparison 
between his own book and those already published. The 
following is an example : — 

‘‘ I have called this work * Logic for the Million.’ By this tide 
I mean that here the art of reasoning is explained in such a way 
as to be readily understood, even by those men and women who 
have not had the advantage of a literary education. The imper- 
fection of the existing works on logic as means of popular instruc- 
tion arises from two principal causes, which render modem 
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systems of logic both tiresome and comparatively useless. These 
are, first, the employment of a vast number of old scholastic 
terms and phrases, which throw over the art such an air of diffi- 
culty and perplexity, that the reader is worn out by the pressure 
of uncouth words. And, secondly, that our common books of 
logic treat rather of metaphysic systems, and seem to be founded 
on the principle that, before we can exercise our reasoning powers 
with energy and effect, we must be intimately acquainted with 
the anatomy of our own minds. The first cause refers to scho- 
lastic logic, the second to metaphysical looic. The system of 
logic desciibed in this work differs from both these svsteins. 
Plere are no intricate theories in which the reader may become 
bewildered, no knotty questions by which he may be embarrassed, 
and no hard words which he cannot understand. The system 
which this work professes to teach is the logic of common sense. 
This work differs also from other works on the same subject in 
the character and number of the illustrations. I have not copied 
from other logical works, trivial and fictitious examples, capabhi 
of no practical application. My illustrations have been gathered 
from authors of established reputation, and are generally upon 
subjects of great public or private interest. Some have been 
selected becaitse they are entertaining, others because they teach 
lessons of still higher importance than even the art of reasoning.’^ 

Eeasoning by comparison sometimes leads to erroneous 
conclusions. Sometimes the comparison is made between 
the wrong parties. In the quotation at page 20, an 
attempt is made to prove that a joint-stock bank is inferior 
to a private bank in its means of obtaining information 
respecting the circumstances of parties. And how is this 
proved ] By stating that the private banker devotes his 
whole time to the bank, and a bank director but a portion 
of his time, and hence it is inferred that the private banker 
obtains a better knowledge of the circumstances of parties 
than the bank director. Here the comparison is between 
the wrong parties. It is not the province of the bank 
director to get this information. It is the province of the 
bank manager. And to prove the inferiority of the joint- 
stock bank, it should be shown that a bank manager, 
whose whole time is devoted to the bank, has not the 
same means of getting information as the private banker. 

There is another fallacy of comparison. When a com- 
parison holds good with regard to a few cases, to infer that 
it holds good in all cases, A comparison has been made 
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between a board of bank directors and a private bank ; 
and it is stated truly that, in point of secrecy and despatch, 
the board of directors is inferior to the private bank. But 
it is not stated that the transactions which require the 
consideration of the board of directors are very few ; that 
all the ordinary business of the bank is transacted by the 
manager, without reference to the directors, and that those 
cases which are referred are usually of a kind on which 
even private bankers would take time to deliberate ; and 
on which a private banker, who had no partner, would 
postpone an immediate reply. 

Another fallacy of comparison is when injudicious com- 
parisons are made between directors and managers. At a 
general meeting of shareholders, a vote of thanks is usually 
given to the manager, and the proposer not very discreetly 
will sometimes draw a comparison between the directors 
and the manager. After observing, truly enough, that 
however excellent may be the directors, no bank can 
prosper without a good manager, he will indulge in praise 
of the services of the manager in a way that betrays a 
desire to disparage those of the directors. And individual 
directors will show a degree of soreness at the applauses 
given to the manager, as though they reflected upon 
themselves. Now there is a great fallacy in all this. The 
manager is appointed by the directors, and the more meri- 
torious or successful the manager, the greater praise is due 
to the directors. The duties of managers and of directors 
are distinct from each other ; and when a manager is ap- 
plauded for his conduct as a manager, it does not by any 
means imply that he is equally qualified for the office of 
director. We recollect a discussion upon the merits of 
Queen Elizabeth and Henry the Fourth, and it was con- 
tended that no merit was due to either of those sovereigns 
for the prosperity that attended their reigns, because all 
their success was owing to the talents of their ministers. 
The reply was, ^'And who appointed those ministers 
A talent for selecting suitable instruments is one of the 
most important that the supreme power in either a nation 
or a bank can possibly possess. He who knows how to 
make use of the talents of other men, possesses a talent 
of higher value than any one talent which any of those 
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other men possess. And if a bank has the good fortune 
to have a manager of high character and great success, who 
has been selected and progressively rewarded, and treated 
with due confidence and respect by his directors, this 
proves that however clever he may be in his capacity of 
manager, his directors, in their capacity of directors, are 
as clever as he ; for it is only by clever men that a clover 
man is duly appreciated. 

We may be led into erroneous conclusions when the 
words which denote the objects of comparison are ambi- 
guous, and have two or more different meanings. If we 
say that, since the passing of the Act of 1844, ‘‘the circu- 
lation of the Bank of England fluctuates in accordance 
with the amount of her gold, but it did not do so before 
that period,” our comparison is fallacious. Before the Act 
of 1844, by the circulation of the Bank of England we 
mean the amount of notes in the hands of the public. But 
since that period, by the circulation of the Bank of Eng- 
land we mean the circulation of the issue department. If 
we mean the amount of notes in the hands of the public, 
that amount, since 1844, does not fluctuate with the 
amount of gold any more than it did before. We compare 
the Bank of England and the Koyal British Bank, and 
say truly that both were chartered banks ; but it would 
not be correct to infer that, therefore, the charter of the 
Koyal British Bank limited the liability of the share- 
holders. We compare the banks of Scotland with some 
of the London joint-stock banks, and say, that both allow 
interest on current accounts ; but it would be a fallacy to 
infer that they did so on the same system ; for the Scotch 
banks allow interest on the daily balance, and at the same 
rate which they allow on deposit receipts. But the Lon- 
don banks allow interest only at the rate of one or two 
per cent, on the lowest balance which stands to the credit 
of the account on any one day during the half year. 

We may reason erroneously from the principle of com- 
parison, when the comparison, however correct in itself, 
has no bearing whatever upon the question to be proved. 
In the middle ages it was considered unjust to take interest 
for the loan of money. The scholastic logicians of that 
time, guided by quaint and collegiate fancies which they 
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had picked up in Aristotle, contended that interest for 
money had been forbidden by nature, because coin in 
itself was barren and unpropagating, unlike corn, of which 
every grain will produce many. 

When two subjects are compared, and they are found to 
have one attribute in common, it is sometimes hastily 
inferred that they have other attributes in common. Both 
bank deposits and bank notes have this attribute in com- 
mon, that they can be employed to extinguish a debt. 
Hence it was inferred that deposits were, in all other 
respects, the same as bank notes, and both were called by 
the name of currency. 

Contrast. 

In logic, we use the word comparison when the objects 
differ only in degree ; but when they differ in kind and 
quality, we call the difference a contrast ; though in ordi- 
nary conversation we often employ the word comparison 
in reference to both these cases. But we reason errone- 
ously when from the comparison we infer the contrast. 
The comparison usually implies the positive quality, not 
the reverse of the positive. If 1 say, This bank pays a 
higher dividend than the other,” we cannot infer that 

the other” bank pays a low dividend. So, in the follow- 
ing examples, the inference is not warranted : — 

This customer keeps a better account than he did for- 
merly ; therefore formerly he kept a very bad account. 

The accounts of merchants are more profitable than 
those of stockbrokers; therefore the accounts of stock- 
brokers yield no profit. 

That clerk is more clever than his companion ; therefore 
his companion is stupid. 

In that bank the most clever clerks are made cashiers ; 
therefore all the accountants are blockheads. 

That director is the most useful member of the board ; 
therefore all the other directors are useless. 

That bank is the most prosperous bank in London ; 
therefore no other bank in London is prosperous. 

Arguments resting on the principle of contrast are often 
expressed in that figure of rhetoric which is called anti- 
thesis. The following are examples : — That clerk is very 
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correct, but he is very slow ; that cashier is very quick, 
but he is very uncourteous ; that manager has been very 
successful, but he is badly paid ; that director has pub- 
lished a pamphlet on the currency, but he does not under- 
stand the subject ; that chairman is a clever man, but he 
cannot command his temper ; the shareholders in that 
bank have always had handsome dividends, but they are 
never satisfied. A private bank consists of but few part- 
ners, whose capital is unknown, whose means may be 
diminished by the death or retirement of a wealthy part- 
ner, whose actions are shrouded in secrecy, and whoso 
profits are confined to a few individuals. But a joint-stock 
bank consists of many partners, who have a fixed paid-up 
capital, which cannot be withdrawn or diminished by the 
retirement or death of any partner, whose affairs are pub- 
dished every half-year, and whose profits are shared by a 
large class of the community. 

We shall now adduce from onr own writings some 
quotations which exemplify the principle of reasoning 
from analogy, comparison, or contrast. 

1. Advances on gold bullion. 

Again, we ask wlietlier this plan of issuing notes upon de- 
posits or purchases of bullion does not produce the same effects 
as though the bank should issue her notes upon lodgments of 
cotton, or silk, or tea, or any other commodity. We should cen- 
sure, and justly too, the conduct of a country banker, who had 
commenced corn-merchant, and inundated his district with notes 
issued in the purchase of corn ; but would his conduct be at all 
more censurable than that of the Bank of England, who inundates 
the country with notes issued in the purchase of gold or silver 
bullion ? It may be said that, when the country banker’s notes 
are presented for payment, he could not honour them until he had 
first sold his corn, while the Bank of England, having not corn, 
but gold, could pay off her notes when presented. Supposing 
this to be correct, this would not counteract the evils produced 
by the excessive issue. The notes would not be presented for 
payment to the Bank of England until the foreign exchanges had 
Decome unfavourable. But the mischief would then have been 
done, and the prompt payment of the notes would not counteract 
the evils produced by the high prices and speculations that fol- 
lowed the excessive issues ; and let it be observed, that when the 
exchanges have thus been rendered unfavourable, it is by no 
means certain that the amount of notes for which gold would be 
s 3 
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demanded of the Bank of England would be limited to the amount 
of the portion that was in excess. It has been generally found 
that an unfavourable exchange resembles the operation of the 
syphon. When the currency is raised to a height that shall turn 
the exchanges, the gold continues to flow outward until nearly 
the whole stock is exhausted.’* 

2 . Eeply to Mr. Loyd, now Lord Overstone, on the 
issues of country banks. 

“ In order to prove that the expansion and contraction of the 
circulation of the Bank of England have but little influence on the 
country circulation, Mr. Loyd has compared the circulation of the 
Bank of England and those of the country banks at the same dates. 
Whatever effects a contraction of the circulation of the Bank of 
England may have on the country circulation, it can hardly be 
expected to operate instantaneously. In the order of time a 
cause must precede the effect. Yet, to show that a contraction 
of the bank does not produce a contraction of the country issues, 
Mr. Loyd compares them at the same penod. Not only so, but 
Mr. Loyd selects particular periods of comparison, according as 
they may be most favourable to his own views. Erom some cause 
with which we are unacquainted, the average country circulation 
is at the lowest point during the quarter ending September, while, 
in that ending June, it is usually at the highest.* Mr. Loyd takes 
these two amounts, and when he wants to prove that the country 
banks have too suddenly contracted their issues, he compares the 
June quarter with the September quarter of the same year. But 
when he wishes to establish against the banks a charge of exces- 
sive issue, he compares the September quarter of one year with 
the June quarter of a subsequent year. It is clear, that the most 
opposite accusations may be established by this mode of proof. 
It nappens tocf fortunately for Mr. Loyd, that the circulation of 
the Bank of England has no corresponding variations at the same 
periods. The circulation in the month of June is usually low, as 
it immediately precedes the payment of the July dividends. 
Hence these two periods, June and September, are the periods 
which Mr. Loyd mways selects for making comparisons between 
the circulation of the Bank of England and that of the country 
banks ; and he has made no fewer than six comparisons of this 
kind. This mode of exculpating the bank was, we believe, first 
practised by Mr. Horsley Palmer, and for which he was very pro- 
perly admonished in the following language, by Mr. Loyd him- 
self ‘ We are told that the issues of the bank have been reduced 
nearly twenty-five per cent, between the month of March, 1834, 

* At this period, the only Returns given to the public were the quarterly 
averages. The weekly returns were not published till the year 1844. 
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and July, 1836; but the sample contrast of the state of the 
circulation at any two periods, selected with the view of 'producing 
a particular result ^ is far from being sufficient for the intended 
purpose.’ ” 

3. Private banks and joint-stock banks. 

“ To be a private banker, a man should have, first, respect- 
ability and station in society ; secondly, capital ; thirdly, knowledge 
of the trade of banking. These three things are usually combined 
in the same person ; and hence, at the end of the year, when the 
banker makes up his books, he considers all his gains to be profit. 
This is erroneous; that only is profit which is made by his 
capital. Those portions of his gains which are made by his influ- 
ence or his professional knowledge are not profit, but wages. 
These are the reward of his personal exertions, and were he 
merely to provide the capital, and employ other persons to find 
the influence and the management, he would have to pay the 
persons accordingly. 

‘‘ This, in part, is sometimes done. A wealthy and influential 
banker will 'sometimes take an active partner, without capital, 
either to supply his own deficiencies in banking knowledge and 
experience, or to relieve himself from the necessity of personal 
attendance. The junior partner is in fact a manager, and his 
share of the gains is not profit, but wages. The circumstance 
that these wages fluctuate from year to year, according to the 
amount of the gains, does not change their character ; they are 
still not the profits of capital, but the wages of labour. In some 
cases, a private banker may have no capital invested in his busi- 
ness. In this case he makes no profit ; all his gains are wages 
earned by his personal influence or his personal exertions. 

^‘In joint-stock banks this is obvious, as the influence, the 
capital, and the professional knowledge are supplied by different 
persons. The influence is supplied by the directors, the capital by 
the shareholders, and the professional knowledge by the manager. 
That portion of the gains, therefore, which exceeds the average 
rate of profit on the capital employed is not profit, but, like the 
fees or rewards of professional men, is the result of the influence 
of the directors, and the knowledge of the managers. 

“ This shows the reason why joiut-stock banks are supposed to 
be more expensively managed than private banks. In joint-stock 
banks, the expenses of government, the salaries of the directors 
and the managers, are separated from the profits, and added to 
the other expenses. While in private banks the expenses of 
government remain united to the profit, because they belong to 
the same persons, and the whole is regarded as profit. 

“It would therefore appear to be a just conclusion from this 
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principle, that shareholders in joint-stock banks should be con^ 
tented with a liberal rate of profit on the capital invested, and let 
a large portion of the surplus gains be assigned to the directors 
and the managers, by whose influence and knowledge these gains 
were created. So long as the executive parties are considered 
as the hired servants of the company, to be paid a fixed salary, 
and nothing more, to be retained so long as convenient, and when 
no longer useful, to be then dismissed, they never can feel that 
identity of interest with the bank which is essential to the full 
development of their own powers, and to the highest prosperity 
the establishment can obtain. In the purchase of intellectual 
services, it is often found that those which can be obtained at the 
lowest price are not in the end the cheapest. In law, in medicine, 
and in banking, it is always best to procure the services of men 
of first-rate talents, and to give those talents the strongest stimu- 
lus, by holding out large rewards in case of success. And when 
success has been obtained, those rewards should be ungrudgingly 
and handsomely bestowed.” 

4. Managers and bankers. 

‘‘It has been said that more losses will be made by joint-stock 
banks than by private banks, because bank managers lend other 
people’s money, and private bankers lend their own. Here we 
may observe : — 

“1. Tliat people who lend their own money are not always 
more cautious than those who lend other people’s. 

“ 2. That bank managers are accountable for their conduct, but 
a private banker is accountable only to himself. Hence more 
caution may be expected from the manager. 

“ 3. The desire of making large profits is more frequently the 
cause of losses. Now, as the bank manager has no share of the 
profits, he is, on the principles assumed, less under the influence 
of this desire than the private banker. i 

‘‘ 4. It is probable that, in ordinary cases, neither the bank 
manager nor the private banker ever think of their personal 
interest. Practical banking has certain fixed principles, and they 
are acted upon by the mere force of habit. When a bill is placed 
for discount in the hands of a practical banker, (whether he be 
bjmk manager or private banker,) he looks over it with as much 
coolness as though he were working a problem in algebra, and 
takes or rejects it without the least thought of his personal 
interest in the matter.” 

5 . Speech at the formation of a joint-stock bank. 

“I rise to move that the report now read be received and 
adopted. I need make but few observations in support of this 
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motion. Accustomed as I am to read publications- connected 
with banking, I know of no document wherein the advantages of 
joint-stock banks are more fully enumerated, or wherem that 
enumeration is more eloquently expressed. 

“ There is one feature of the report which I think is peculiarly 
deserving of notice — it conveys no reflection upon the private 
bankers. We contend not against men, but against principles. We 
are quite ready to do justice to the high character of the private 
bankers ; they form an intermediate link between the merchant 
and the gentleman, and partake of the excellences of both. So 
far from wishing to depreciate the character of the private banker, 
we contend that it is only by the high character of the banker that 
the system of private banking has been maintained. England 
alone is capable of producing men adequate to the support of so 
weak a system. In proof of this, I need only refer (as the report 
has done) to Ireland. The system of banking in Ireland was the 
same as in England. The south of Ireland was as thickly studded 
with banks as any part of England ; but in consequence of differ- 
ences in education and habits, Ireland did not produce such men 
as the English bankers. The system fell, and the bankers were 
crushed beneath its ruins; and now, out of Dublin, a single 
private bank does not exist in the whole of Ireland. Let us, 
then, at all times be ready to do honour to the high character of 
the English bankers, and contend against them only as honourable 
men should contend against honourable men. 

“ But while we wish to show our respect for the personal cha- 
racter of the private banker, we give no quarter to the system of 
private banking. 1 need not portray the baneful effects of that 
system. They are unhappily too well known throughout our 
land to need any description. Go, visit the abodes of your gentry, 
and inquire how many of their former possessors were reduced to 
poverty by the failure of their bankers ; visit the counting-houses 
of your merchants, and the shops of your tradesmen, and inquire 
how many were driven into the Gazette by the failure of their 
bankers ; visit the cottages of your labourers, and inquire how 
many have had the savings of many a year of hard and honest 
industry wrung from their hands by the failure of private bankers. 
Enter, if you can, into those exquisite tortures that attend a de- 
scent from affluence to indigence, from independence to want. 
Calculate, if you can, the number of happy domestic hearths that 
have been laid desolate, how many manly spirits have been broken 
down, and how many female hearts have burst with anguish at 
seeing the wretchedness of their husbands and their children. 
Picture to yourselves scenes like these exhibited ever and anon 
in every city, in every town, almost in every village in the empire, 
and then tell me if I go too far in saying that the system of pri- 
vate banking has produced more wretchedness in this country 
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than any war, famine, or pestilence with which the land was ever 
scourged. 

“ Now, what is the cause of all this misery P Is it an evil 
inherent in our nature, one necessarily arising from our social 
constitution? No such thing. Private banking is not a plant 
indigenous to our soil, but one that has been unnaturally forced 
into a sickly and pestiferous existence by the artificial application 
of legislative enactments. To secure to the Bank of England the 
monopoly of issuing notes, it was enacted, in the year 1708, that 
no bank having more than six partners should be formed in any 
part of England. As this law prevented the formation of joint- 
stock banks, private banks gradually rose into existence, as they 
were required, by the increasing wealth and commerce of the 
country. This law did not extend to Scotland, and consequently, 
in that country, reason, and common sense, and commercial enter- 
prise had free scope, and naturally led to the formation of joint- 
stock banks. The system of private banking has been inflicted 
upon the country for no other object than to secure the monopoly 
of the Bank of England. To enable a few hundred gentlemen 
who are holders of bank stock to receive high dividends and large 
bonuses, every part of the country has been successively im- 
poverished. 

“ But after the panic of 1825, the Bank of England, awed by 
the remonstrances of the Government, from whom she derived her 
monopoly, generously consented to relinquish that portion of her 
privileges which she deemed to be of no value. An Act of Par- 
liament was consequently passed in 1826, allowing joint-stock 
banks to be formed at a greater distance than sixty -five miles 
from London. The Bank of England thus retained the monopoly 
of a circle 130 miles in diameter, but beyond this circle where, 
with one slight exception, her notes did not circulate, she con- 
sented to the formation of joint-stock banks, attempting, at the 
same time, to seize as large a portion of even this district as she 
could by the establishment of oranch banks of her own. In con- 
sequence of this law, numerous joint-stock banks have been 
formed in various parts of the country. 

“ These banks confine their operations to a certain district, but 
occupy the whole field within that district by an extensive systeha 
of branches. Some banks raise by their business more capital 
than they can employ, that is, their notes and deposits amount to 
more than their loans and discounts. Other banks employ more 
capital than they can raise, that is, they can employ, in loans and 
discounts, more than the amount of their notes and deposits. 
Now, under a system of private banking, a banker will send his 
surplus capital to be employed in London, while a barren part of 
the same district will remain destitute. Even under an extended 
joint-stock bank, having its head-quarters in London, the capital 
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raised at one branch may not be employed in the same district in 
which it is raised. But under a local ioint-stock bank, the capital 
raised at one branch will be employed at another in the same dis- 
trict, and thus the whole district will be suitably benefited. Lord 
Bacon observed, that money was like manure, of little use when 
collected in heaps, but of great value when scattered over the 
soil. By an extensive system of branches, you will cause such a 
distribution of the resources of your district as to cause trade, 
commerce, and agriculture simultaneously to fiourish. 

To the formation of banks such as this we look for a complete 
deliverance from the evils of private banking. It is a law oi our 
nature that no six men possess as much strength as is possessed 
by 600 men. And so long as this law remains unrepealed, so long 
will joint-stock banks be superior to private banks. It is they 
alone which can prevent the recurrence of such panics as that of 
1825. The hurricane may pass harmlessly over the forest where 
the trees support and shelter one another, while the single* oak 
that stands exposed on the plain will be uptorn by the roots, and 
scattered in broken fragments to the winds, spreading ruin and 
desolation upon all within its reach. 

‘‘ From the unquestionable principles of joint-stock banking, 
from the favourable field presented by your district for thmr 
operation, from the high character of your directors, and from the 
industry and enterprise of your population, I feel quite confident 
of the prosperity of this bank. I feel quite sure that the vigorous 
plant we have met this day to put into the soil, will spring up to 
lae a great tree, spreading wide its branches, till all the neigh- 
bouring districts are covered with its shade.’' 

6. Country joint-stock banks and the London agents. 

“ One great object of the formation of the London and West- 
minster Bank was to give to the inhabitants of London and 
Westminster some of those banking advantages w'hich had, by 
the Act of 1826, been conferred upon the country parts of Eng- 
land. The history of banking in London showed abundantly the 
necessity for the introduction of a better system. In the year 
1810, the number of London banks that settled their accounts 
with each other at what is called the clearing-house was forty-six. 
Since that period nineteen of these banks have stopped payment, 
besides three others which did not clear. Thus, within a period 
of about twenty years, twenty -two London bankers have stopped 
payment. The London and Westminster Bank was designed to 
remedy this system, to present to the population a bank that 
could not fail, and, at the same time, to grant the advantages of 
allowing interest upon deposits, and of adapting its regulations to 
the wants of all classes of the community. 
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“ But one main object of the London and Westminster Bank 
was to give to country joint-stock banks an opportunity of em- 
ploying as their London agent a bank founded on principles 
similar to their own. And here I beg to announce to the meeting 
that, although a few hours only have elapsed since we met in this 
room and appointed the directors of our bank, yet those directors, 
with that intelligence, decision, and energy which characterises 
men of business zealously engaged in a noble cause, have already 
appointed the London and Westminster Bank as their London 
agents. As the principal officer of the London and Westminster 
Bank, I feel proud of having formed so respectable a connexion. 
As a shareholder of this bank, I feel proud that we have appointed 
so respectable an agent. This bank has thus thrown from itself that 
reproach which justly attaches to those couutry joint-stock banks 
who employ private banks for tlieir London agents, who thus act 
inconsistently with their own principles, and set an example, 
which, if followed by their own customers, would soon relieve 
them from all occasion for any London agent whatever. I like 
what is called following out a principle. It the principle of joint- 
stock banking be good, let it be encouraged, let it be followed out 
in London as well as in the country. If it be bad, let it be re- 
nounced. Consistency is a virtue in public bodies as well as in 
individuals, and we naturally expect that those who call themselves 
our friends, should act in character. To form a system of 
country joint-stock banks, without a central joint-stock bank in 
London, would be to form a circle without a centre, to form a 
solar system without a sun. When a London bank fails, it often 
causes the failure of the country banks with which it was con- 
nected. Joint-stock banks that have London private banks for 
their agents, are not exempt from this danger. Whatever other 
excellences they possess, they are not possessed, any more than 
private banks, with the faculty of paying their notes without 
money. And if they place their funds in the hands of a private 
bank, and that bank fail, how are their notes to be paid ? It is 
true there would be no ultimate loss to the public, but a suspen- 
sion of payment for even a single day would cause a suspension of 
confidence which years of subsequent prudence might not be suffi- 
cient to repair. When I see a joint-stock bank appointing a 
private bank for its agent, it reminds me of the image that ap- 
peared in the vision of Nebuchadnezzar. Its head was of gold, 
its breast was of silver, its thighs were of brass, its feet were 
part of iron and part of clay. In proportion as a joint-stock bank 
depends upon itself, or upon banks based on principles similar to 
its own, it rests upon a foot of iron ; but in proportion as it leans 
upon a private bank, it rests upon a foot of clay. That clayey 
portion may suddenly be removed, and then its head of gold will 
fall to the earth.” 
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SECTION III. 


REASONING PROM PARABLES, FABLES, AND PROVERBS, AP- 
PLIED TO BANKING. 


I AM Dot aware that parables, fables, or proverbs, have 
been much employed in reference to banking. We have 
stated in page le^O, that parables and fables do not amount 
to proof. Proverbs, however, are general principles, 
which, when properly used, prove the individual case to 
which they are applied. And though parables and fables 
do not amount to logical proof, they are usefully employed 
in rendering, clearer the proposition we desire to prove. 
One part of our duty as logicians is to state clearly the 
proposition we intend to prove. Comparisons, parables, 
fables, and metaphors are of great use in enabling us to 
make this dear statement. Half the disputes that exist 
among writers on banking, arise from their misunder- 
standing one another. We should endeavour to acquire 
the art of stating clearly and vividly what it is that we 
mean; and when we have done this we shall, in most 
cases, have obviated the necessity for any farther contro- 
versy. 

We may observe, too, that though a clear statement of 
a proposition may not amount to a proof of its truth, it 
does amount to a disproof of those erroneous opinions 
that may have arisen from a misapprehension of its 
meaning. All that class of fallacies to which scholastic 
logicians give the name of ignorantia elenchi — a mistake 
of the question — are immediately refuted when the ques- 
tion is clearly stated. We have given some illustrations 
of this at the commencement of the Fifth Part of our 
work. 

It may also be observed that examples, analogy, corhpa- 
rison, and contrast are employed both as principles of 
reasoning and as modes of illustration. And we should 
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learn carefully to distinguish between an illustration and 
a demonstration. We should examine whether the example 
or the comparison merely explains the meaning of the 
speaker, or proves also the truth of the doctrine he wishes 
to establish. 

The art of illustrating a subject, so as to prevent its 
being misunderstood, and thus to prevent those erroneous 
opinions that might arise from its misconception, may 
fairly be considered as a branch of the art of reasoning. 
We shall, therefore, in this section, extend our observations 
from parables and fables, to the more general subject of 
logical illustration. 

The chief ways of illustrating a proposition in banking 
is : — 1. By Explanation. 2. By Definition. 3. By De- 
scription. 4. By Example, or Comparison. 5. By Am- 
plification. 6. By Parables, Fables, or Tales. 7. By 
Metaphors, or other figures of rhetoric. 

1. The principles and operations of banking may be 
illustrated by Explanation, as regards the meaning of the 
words : — 

The strength of an argument must depend upon the sound- 
ness of its principles : but the readiness with which that strength 
is perceived, will depend very often upon the manner in which 
the argument may be presented to the mind. Hence, different 
arguments are drawn up in different forms, according to the sub- 
jects discussed, and the character of the audience to whom they 
are addressed. Tliese different forms chiefly refer to the method, 
and the style. To be able to reason with the greatest effect, we 
should study not only the rules of logic, but also the rules of 
grammar, and endeavour to acquire a facility of expressing the 
same ideas in different words.” — Logic for the Million^ 

Upon this subject we shall quote the language of 
Dr. Watts : — 

** In your own studies, as well as in the communication of your 
thoughts to others merely for their information, avoid ambiguous 
and equivocal terms as much as possible. Do not use such words 
as have two or three definitions of the name belonging to them ; 
that is, such words as have two or three senses, where there is 
any danger of mistake. Where your chief business is to inform 
the judgment, and to explain a matter, rather than to persuade or 
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affect, be not fond of expressing yourselves in figurative language, 
when there are any proper words that signify the same idea in 
their literal sense.” 

“In communicating your notions, use every word as near as 
possible in tlie same sense in which mankind commonly use it ; or 
whieh writers that have gone before you have usually afiixed to 
it, upon condition that it is free from ambiguity. Though names 
are in their original merely arbitrary, yet we should always keep 
to the established meaning of them, unless great necessity rei^uires 
the alteration ; for when any word has been used to signify an 
idea, that old idea will recur in the mind when the word is heard 
or read, rather than any new idea which we may fasten to it. 
And this is one reason why the received definition of names 
should be changed as little as possible.” 

“Learn the art of shortening your sentences, by dividing 
a long complicated period into two or three small ones. When 
others connect and join two or three sentences in one by rdative 
pronouns, as which, whereof, wherein, whereto, &c., and by paren- 
theses frequently inserted, do you rather divide them into distinct 
periods ; or at least, if they must be united, let it be done rather 
by conjunctions and copulatives, that they may appear like distinct 
sentences, and give less confusion to the hearer or reader. 

“ I know no method so effectual to learn what 1 mean, as to 
take now and then some page of an author, who is guilty of such 
a long involved parenthetical style, and translate it into plainer 
English, by dividing the ideas or the sentences asunder, and multi- 
plying the periods, till the language becomes smooth and easy, and 
intelligible at first reading.” 

We refer to pages 26 and 249 for examples of this mode 
of illustration, with reference to banking. We may further 
observe, that in analysing the language of other writers, it 
were best to begin by ascertaining the meaning of the 
substantives, the adjectives, and the verbs, afterward that 
of the adverbs, and of the modifying or explanatory clauses 
of the sentences. Thus, in Lord Overstone’s account of 
the principle of the Act of 1844, which we have quoted 
at page 20 of this work, we may begin* by inquiring 
what is the meaning of currency '"^ — then of metallic 
currency” — then of the verb ‘‘regulates,” and of the 
clause, “ by virtue of its own intrinsic value,” — and, lastly, 
we may inquire. What are those operations by which 
a metallic currency does, by virtue of its own intrinsic 
value, regulate itself. 

2. The principles and operations of banking may be 
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illustrated by Definition or explication, in regard to the 
topics of discourse. 

“The person who draws a bill is called the drawer; the person 
on whom it is drawn is called the drawee : after the bill is ac- 
cepted the drawee is called the accepter. The person who in- 
dorses a bill is called the indorser; the person to whom it is 
indorsed is the indorsee. The person who pays the bill is the 
payer; the person to whom it is paid is the payee. These and 
similar terms may be illustrated by a cireumstance said to have 
occurred on the cross-examination of a witness, on a trial re- 
specting a mortgage. — Coumellor. ‘ Now, sir, you arc a witness 
in this case ; pray do you know the difference between the mort- 
gager and the mortgagee?’ — JFit/iess, ‘To be sure I do. For 
instance, now suppose 1 nod at you, I am the nod-er, and you 
are the nod-ee.’ The word discountee, denoting the person for 
whom a bill is discounted, is not used in England, but I observe 
infthe parliamentary evidence that it was employed by some of 
the witnesses from Scotland.” 

“After a banker has furnished his till, and supplied his cus- 
tomers with such loans and discounts as they may require, he has 
a surplus of cash. A portion of this surplus he will probably 
invest in the Government funds. 

“The reader is of course aware that the ‘Stocks,^ or the 
* Funds,’ or by whatever other name they may be called, are debts 
due from the nation to those persons whose names are entered on 
the bank-books. The man who holds 100/. consols is a creditor 
to the nation for 100/., for which he receives 3/. per annum ; and 
the price of consols is the amount of llie money for which he is 
willing to transfer this debt from himself to another person. 
Now, if this man knows another who is willing to give him, say, 
90/. for this 100/. consols, they can go to the bank, and the seller, 
being propeily identified, will transfer this 100/. consols into the 
name of tne person to whom he has sold it. His account is then 
closed in the bank-books, and a new account is opened in the 
name of the buyer ; for every holder of stock has an account in 
the bank ledger, in the same way as bankers and merchants open 
ledger accounts for their customers. 

“ But parties do not usually treat with each other in this way. 
A broker is employed either to buy or sell, as the case may be. 
The stock-brokers are an association consisting of about 600 
persons, who meet together in a building in Capel-court, Bartho- 
lomew-lane, close to the Bank. Each oroker before admission 
must find three securities for 300/. each, which sum is applied to 
meet any claims the other members of the ‘House’ may have 
upon him during the first two years. Tiie suretyship then ceases. 
The subscription paid by each member is ten guineas per annum. 
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The House is governed by a committee of thirty persons chosen 
from the members. 

“But, although all the ‘members of«the House’ are called 
stock-brokers by the public, yet within the House they are divided 
into two classes, brokers and jobbers. A broker, as the name 
implies, is an agent who buys or sells for his customers out of 
the House, and he charges them a commission upon the amount 
of the stock. A stock-jobber is a stock merchant ; but he does 
not deal with the public : he deals only with the brokers ; and he 
is at all times ready either to buy or to sell. The price at which 
he sells is one-eighth more than the price at which he buys. 

“Were there no jobbers, a broker would not easily find at all 
times another broker who had occasion to sell the same amount 
of stock which he wished to buy, and he would have a difficulty 
in buying or selling small amounts. But there is no difficulty 
with the jobbers. The jobbers will not only buy and sell stock 
on the same day, but they will buy stock on one day, and kgree 
to sell it at a future day, or vice versd. These future days are 
called the settling days, being the days on which the members of 
the House settle their accounts. They are fixed by the committee 
of the Stock Excliange, and they now occur about once a month. 

“ Generally, the price for time is higher than the price for 
money ; and the dilVerence between these two prices is called the 
‘ Continuation.’ S\j])posing that the next settling day is a month 
distant, and the continuation is one-eighth per cent., that amounts 
to twelve-eighths, or three per cent, per annum. The continuation 
will vary according to the near approach of the settling day — 
according to the abundance of money, and the market rate of 
interest — and according to the abundance or scarcity of stock. , 
The last cause is not so readily understood by the public, and we 
will therefore explain it. 1'he stock-jobbers, as we have said, are 
stock merchants. Of course they are large holders of stock ; it is 
their capital on which they trade. But however large may be the 
sum they hold, tliey often agree to sell on the next settling day 
a much larger sum, expecting that in the mean time they shall 
buy a large sum, and thus be able to set off one against the other. 
But sometimes as the settling day approaches, they find this is 
not the case, and they are consequently under an engagement to 
‘ deliver’ — that is, sell — more stock than they hold. What can 
they do now ? They will try to get stock from those who have 
it, by agreeing to buy it of them now, and selling it at the ensuing 
account day a month hence, at the same price. Thus the jobbers 
get their stock, and complete their engagements. But sometimes 
the jobbers are obliged to go farther, and even to offers premium 
to parties who will lend their consols. This premium is called 
* Backadation,’ or ‘backwardation;’ it is just the reverse of ‘con- 
tinuation,’ and implies that the time price of stock is less than the 
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money price. Bankers avail themselves occasionally of both these 
operations.” 

3. A principle or operation in banking may be illus- 
trated by Description. 

must tell you what I mean by descriptive reasoning. I 
mean a description which forms part of a piece of reasoning. I 
told you at the commencement of my book that any fact in 
history, or any object in nature, might become the subject of an 
argument. Now then, if we describe an object with a view to 
reason about it, I call that descriptive reasoning. For example, 
were a lecturer on anatomy to describe the eye, with the view of 
showing its construction to his pupils/ that would be a descrip- 
tion, and nothing more. Were a theologian to describe the eye 
in order to show that it must have had an intelligent author, 
then the description would become a piece of descriptive rea- 
soning. 

“ In all our reasonings, great use is made of description. When 
a member of parliament proposes a new law, he commences with 
describing the present state of the law, shows what improvement 
is necessary, and then proposes his remedy. A barrister opens 
bis address to the jury by a statement of the case ; this statement 
is descriptive ; and descriptions of past events, and of good and 
bad characters, form a large portion of the addresses from the 
pulpit. In long speeches, generally, there is often much minute 
detail, and reporters who cut down these speeches for the news- 
papers usually shorten or omit the descriptions. The reasoning 
.process by which the description is connected with the point to 
oe proved, may exist only in the mind, or it may be expressed in 
a subsequent stage of the argument .” — Logic for the Million. 

The following illustration is taken from a paper I read 
before the British Association at Belfast upon “ The Laws 
of the Currency in Ireland — 

“ Having considered the changes that have taken place in the 
annual amount of notes that have circulated in Ireland since the 
passing of the Act of 1845, I shall consider the monthly changes 
m the amount of the circulation. 

‘‘ Let us take up the returhs, and look at any year we please, 
and we shall find that all the months vary from each other. Be- 
ginning at January, the amount of the circulation usually declines 
— slowly at first, but more rapidly in May, June, and July, until, 
by the end of August, we arrive at the lowest point. Then, in 
September, it begins to ascend, and goes on increasing till January, 
and then again declines till August. Now, let us inquire what 
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are the laws which regulate these monthly variations. I stated 
that the annual variations were caused by variations in the quan- 
tity and price of agricultural produce. But, as no notes could be 
put into circulation until this produce is brought to market, the 
monthly circulation mnst depend upon the quantity of produce 
brought to market within the month. Now, it has been the 
custom in Ireland to commence bringing the produce to market 
immediately after the harvest. Hence arises the increase of the 
notes in September, and their further increase in the following 
months. But in the beginning of the year the landlords collect 
their rents, and receive from their tenants the notes for which 
this produce has been sold; this brings the notes back to the 
bank, either to be placed to his credit (if he have an account 
there), or, otherwise, in exchange for a letter of credit on Dublin, 
or a bill on London. The circuit of a note, then, is this : — It is 
obtained from the bank by a corn-merchant, who pays it to 
a farmer for his corn, which he ships to England. The farmer 
afterwards pays the note for rent to his landlord, who brings it 
back to the bank. Every month the bank is issuing and retiring 
notes, but, from August to January, it issues more than it retires; 
and hence the* amount of notes in circulation increases, and, from 
January to August, it retires more notes than it issues, and hence 
the circulation falls. 

'‘We may notice another feature suggested to us by the 
Public Beturns. We observe that a portion of the circulation 
consists of notes of 5/. and upwards, and another portion of notes 
under 5/. ; and it may be useful to inquire if these two classes of 
notes are subject to the same laws, ana whether they rise and fall 
at the same time, and in exact proportion to each other. Viewing 
the monthly circulation, we observe that the small notes, like the 
large notes, are at their lowest amount about the month of 
August, and at their highest amount about January. But we 
observe, also, that from August the small notes increase more 
rapidly than the large ones, and after January they decline more 
rapidly ; so that in every year the proportion of small notes in 
circulation is greater in January than in August. It may be 
observed, too, that the circulation of the Belfast banks includes 
a much larger proportion of small notes than is contained in the 
circulation of tlie other banks. To show this, it will be sufficient 
to analyse one of these returns. Upon the total circulation of all 
the banks, the proportion of small notes on the 7th of August, 
1852, is 49*39 per cent, ; upon that of the Bank of Ireland, 34*73 



4. The principles or operations of banking may be 
illustrated by Example, or Comparison. 
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** Another benefit derived from bankers is, that they transmit 
money from one part of the country to another. 

'‘"There is scarcely a person in business who has not occasion 
sometimes to send money to a distant town. But how is this to 
be done ? He cannot send a messenger with it on purpose — that 
would be too expensive. He cannot send it by post — that would 
be too hazardous. Besides, the sum may be some fraction of a 
pound, and then it cannot go by post. The post, too, takes 
a considerable time, as three letters at least must pass on the 
transaction. If he live in London he may obtain a bank post 
bill, but he cannot obtain that in the country : and he may not be 
able to obtain it in London for the exact sum he wants. How, 
then, is the money to be sent? 

“ Every country banker opens an account with a London 
banker. If, then, a person lives at Penzance, and wants to send 
a sum of money to Aberdeen, he will pay the money into the 
Penzance bank, and his friend will receive it of the Aberdeen 
bank. The whole transaction is this : the Penzance bank will 
direct their agent in London to pay the money to the London 
agent of the Aberdeen bank, who will be duly advised of the pay- 
ment. A small commission charged by the Penzance bank, and 
the postages, constitute all the expenses incurred, and there is 
not the least risk of loss.” , 

Managers. — “As managers, it is one of the duties of our 
office to believe that we are well qualified for the posts we 
occupy ; for were we to believe otherwise, it would be casting a 
reflection upon those who appointed us. But however conscious 
we may be that we possess those qualifications which are adapted 
for the posts we fill, we are still more deeply impressed that any 
exertions we can make will be attended with little pleasure to 
ourselves, or advantage to the bank, unless they arc stimulated 
by the example, the kindness, and the confidence of the directors. 
The manager who does not possess this confidence, resembles the 
hired Swiss, who enlists in a cause in which he feels no interest. 
He will merely go through the ordinary routine of discipline ; he 
will be anxious to avoid doing anything by which he may per- 
sonally incur responsibility; and he will render precisely that 
degree of service which is just sufficient to entitle him to his pay. 
But the manager who is conscious that he has the confidence of 
his directors, feels like the patriot fighting for his country. He 
is clad in armour bestowed by a superior power ; he feels every 
faculty stretched to its utmost, and he is invigorated by the thought 
tW his exertions are made in the presence of those who wall be 
most anxious to acknowledge and to reward his exertions.” 

5. A proposition in banking may be illustrated by 
Amplification. 
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Amplification is a vi^id description, in which all the 
particulars are enumerated, or the circumstances men- 
tioned and placed in such a way, that the impression shall 
increase as you proceed, and end in a climax! 

Banking also exercises a powerful influence upon the morals 
of society. It tends to produce honesty and punctuality in pecu- 
niary engagements. Bankers, for their own interest, always have 
a regard to the moral character of the party with whom they 
deal ; they inquire whether he be honest or tricky, industrious or 
idle, prudent or speculative, thrifty or prodigal, and they will 
more readily make advances to a man of moderate property and 
good morals, than to a man of large property but of inferior repu- 
tation. Thus the establishment of a bank in any place imme- 
diately advances the pecuniary value of a good moral character. 
There are numerous instances of persons having arisen from 
obscurity to wealth only by means of their moral character, and 
the confidence whicTi that character produced in the mind of their 
banker. It is not merely by way of loan or discount that a banker 
serves suqh a person. He also speaks well of him to those persons 
who may make inquiries respecting him: and the banker’s good 
opinion will be the means of procuring him a higher degree of 
credit with the parties with whom he trades. These effects are 
easily perceivable in country towns; and even in London if a 
house be known to have engaged in gambling or smuggling trans- 
actions, or in any other way to have acted discreditably, their 
bills will be taken by the bankers less readily than those of an 
lionourable house of inferior property. It is thus that bankers 
perform the functions of public conservators of the commercial 
virtues. Brora motives of private interest they encourage the 
industrious, the prudent, the punctual, and the honest — while 
they discountenance the spendthrift and the gambler, the liar and 
the knave. They hold out inducements to uprightness, which are 
not disregarded by even the most abandoned. There is many a 
man who would be deterred fiom dishonesty by the frown of 
a banker, though he might care but little for the admonitions of 
a bishop.” 

6. The principles and operations of banking may be 
illustrated by parables, fables, or tales. 

We have stated at page 150 the difference between 
parables and tales. Some years ago, Miss Martineau 
published a series of tales, designed to illustrate the prin- 
ciples of political economy. The first of these tales was 
entitled Life in the Wilds,” and described the savage 

T 
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state ; the others were representations of the more ad- 
vanced stages of society. The principles and operations 
of banking were exhibited in a tale entitled ‘^Berkeley 
the Banker.” Mr. Berkeley, the hero of the tale, was 
a gentleman who had retired from business, but was after- 
wards induced to become a partner in a bank that ulti- 
mately failed. The following are stated to be the prin- 
ciples which the tale was designed to illustrate : — 

“ In proportion as the processes of exchange become extensive 
and complicated, all practicable economy ot time, trouble and 
expense, in the use of a circulating medium, becomes desirable. 

Such economy is accomplished by making acknowledgments 
of debt circulate in the place of the actual payment ; that is, sub- 
stituting credit, as represented by bank-paper, for gold money. 

“The adoption of paper money saves time by making the 
largest sums as easily payable as the smallest. 

“ It saves trouble by being more easily transferable than metal 
money.” 

“ It saves expense by its production being less costly than tliat 
of metal money, and by its setting free a quantity of gold to be 
used in otlier articles of production. 

“A furtlier advantage of paper money is, that its destruction 
causes no diminution of real wealth, like the destruction of gold 
and silver coin ; the one being only a representative of value, — 
the otlier also a commodity. 

'' The remaining requisites of a medium of exchange, viz.— that 
it should be what all sellers are willing to receive, and little liable 
to fluctuations of value,— are not inherent in paper as they are in 
metallic money. 

“But they may be obtained by rendering paper money con- 
vertible into metallic money, by limiting in other ways the quan- 
tity issued, and by guarding against forgery. 

“ Great evils, in the midst of many advantages, have arisen out 
of the use of paper money, from the neglect of measures of secu- 
rity, or from the adoplion'of such as have proved false. Issues of 
inconvertible paper money have been allowed to a large extent, 
unguarded by any restriction as to the quantity issued. 

“ As the issuing of paper money is a profitable business, the 
issue naturally became excessive when the check of convertibility 
was removed, while banking credit was not backed by sufficient 
security. 

“ The immediate consequences of a superabundance of money 

t re, a rise of prices, an alteration in the condition of contracts, 
nd a consequent injury to commercial credit. 

Its ulterior consequences are, a still stronger shock to com- 
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mercial credit, tlie extensive ruin of individuals, and an excessive 
contraction of the currency, yet more injurious than its excessive 
expansion. * 

** These evils arise from buyers and sellers bearing an unequal 
relation to the quantity of money in the market. 

“ If all sold as niuch as they bought, and no more, and if the 
prices of all commodities rose and fell in exact proportion, all 
exchangers would be affected alike by the increase or diminution 
of the supply of money. But this is an impossible case; and 
therefore any action on the currency involves injury to some, 
while it affords advantage to others. 

“ A sudden or excessive contraction of the currency produces 
some effects exactly the reverse of the effects of a sudden or 
excessive expansion. It lowers prices, and vitiates contracts, to 
the loss of the opposite contracting party. 

But the infliction of reverse evils does not compensate for the 
former infliction. A second action on the currency, though un- 
avoidably following the first, is not a reparation, but a new 
misfortune. 

“ Because, the parties who are now enriched are seldom the 
same that were impoverished by a former change; and vice vend: 
while all suffer from the injury to commercial credit which follows 
upon every arbitrary change. 

“ All the evils which have arisen from acting arbitrarily upon 
the currency, prove that no such arbitrary action can repair past 
injuries, while it must inevitably produce further mischief. 

“They do not prove that liability to fluctuation is an inherent 
quality of paper money, and that a metallic currency is therefore 
tlie best circulating medium. 

“They do prove that commercial prosperity depends on the 
natural laws of demand and supnly being allowed to work freely 
in relation to the circulating meoium. 

“The means of securing their full operation remain to be 
decided upon and tried.’* 

7. The principles or operations of banking may be 
illustrated by metaphors, or other figures of rhetoric. 

“ Of comparison as a principle of reasoning we have already 
treated. Here comparison is brought before us in the way of 
metaphor. In this point of view it can never amount to proof. 
But, nevertheless, its consideration is fairly within the province of 
logic. One part of our duty as logicians is to state clearly the 
propositions we intend to prove. Metaphorical comparisons are 
of great use in enabling us to make this clear statement. Half 
the disputes that exist among men arise from their misunder- 
standing one another. We should endeavour to acquire the art 
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of stating clearly and vividly what it is that we mean. And 
when we nave done this, we shall in most cases have obviated the 
necessity for any further controversy. 

“ Parables, like comparisons, are not proofs. They are, how- 
ever, vivid illustrations; and the more minute the particulars, 
the stronger is the illustration. There is, of course, always an 
analogy between the illustration and the matter to be illustrated. 
But we must distinguish between a logical and a metaphorical 
analogy. Por instance, the analogy between an animal who had 
fallen into a pit, and a man who was lame, was a logical analogy, 
and it was clear that if one might be relieved on the sabbath-day, 
so might the other. But the analogy between the kingdom of 
heaven and a grain of mustard seed, was a metaphorical analogy, 
and the rapid increase of the mustard seed was no proof of the 
future rapid spread of Christianity, though it was a vivid repre- 
sentation of it .” — Logic for the Million, 

The following are examples : — 

Capital. — A banker is a depository of capital. He lends to 
those who wish to borrow, and he borrows of those who wish to 
lend. He is like the fly-wheel of an engine. He either receives 
or communicates power as the occasion may require, and thus 
maintains the flrmness and increases the efficiency of the machinery 
of commerce. 

Deposits. — ^When a bank is established in a neighbourhood, 
sums of money are lodged upon interest. Individually they may 
be of small amount, but collectively they make a considerable 
sum, which the banker employs in granting facilities to those who 
are engaged in trade and commerce. Thus these little rivulets of 
capital are united, and form a powerful stream, which propels the 
wheels of manufacture, and sets in motion the machinery of 
industry. 

Joint-Stock Banks. — It is a law of .our nature, that no six 
men possess as much strength as is possessed by five hundred 
men. And so long as this law remains unrepealed, so long will 
joint-stock banks be superior to private banks. The hurricane 
may pass harmlessly over the forest where the trees support and 
shelter one another, while the single oak that stands exposed on 
the plain will be uptorn by the roots, and scattered in broken 
framents to the winds, spreading ruin and desolation upon all 
within its reach. 

A New Bank. — I feel quite sure that the vigorous plant we 
have met this day to put into the soil, will spring up to be a great 
tree, spreading wide its branches, till all the neighbouring dis- 
tricts are covered with its shade. 
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London Agencies. — ^When I see a country joint-stock bank 
appointing a private bank to be its London agent, it reminds me 
or the image that appeared in the visions of Nebuchadnezzar. Its 
head was of gold, its breast was of silver, its thighs were of brass, 
its feet were part of iron and part of clay. In proportion as a 
joint-stock bank depends upon itself, or upon banks based upon 
principles similar to its own, it rests upon a foot of iron. But in 
proportion as it rests upon a private bank, it rests upon a foot of 
clay. That clayey portion may suddenly be removed, and then its 
head of gold will fall to the earth. 

The London and Westminsteii Bank. — One of the earliest 
objects to be attained, was to adapt the principles of joint-stock 
banking to the habits and practices that obtained in London. It 
is quite true that banking must be adapted in different places to 
the practices of trade and the habits of the people. It was, 
therefore, desirable, that while we secured all the advantages of 
our principles, we should deviate as little as possible from the 
practice of the London bankers. We had to launch our vessel on 
an ocean in which no such vessel had ever before appeared. We 
had not to traverse a sea which had been previously surveyed, 
and every danger of the coast marked out upon the map. We 
had to take our soundings as we advanced ; to watch the juttings 
of the coast, the changes of the current, the shiftings of the wind, 
and to guard with incessant care against the pirates that might 
mark us for their prey. 

London and Westminster Bank. — Perhaps we may be 
justified on the present occasion in attaching more than ordinary 
importance to the practical department of our bank, inasmuch as 
this was the point upon which our opponents predicted we should 
most assuredly fail. ** Your theory,” they said, " is very beautiful ; 
it is a very fine speculation; the sun shines around you, the wind 
is fair and the sea is calm ; but once launch your vessel into the 
deep, and you will find that beneath the surface there are rocks, 
and sandbanks, and dangers by which you will soon be wrecked.’’ 
And, to do justice to our opponents, it must be acknowledged 
that these predictions did not argue on their part any want of 
sagacity. It is quite true that we have been exposed to all those 
dangers and difficulties to which it was predicted we should be 
exposed. The only difference between the prediction and the 
event is, that instead of the difficulties conquering us, we have 
conquered the difficulties. 

London and Westminster Bank. — During the last year 
(1836) we had difficulties in common with all London bankers, we 
had difficulties in common with all joint-stock banks, and we 
had difficulties peculiar to ourselves. A few months ago we 
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stood alone ; all around us the whole financial horizon was 
wrapped in darkness which seemed to thicken as we advanced. 
Around our path were placed the entanglements of the law, which 
made every step to be attended with danger ; behind us we heard 
the muttering thunder of a parliamentary committee ; on either 
side of our path we were assailed by the private bankers, wlio 
watched our footsteps, and would have rejoiced at our downfal ; 
wliile before us stood the gigantic figure of the Bank of England, 
with uplifted arm, ready to strike us to the earth. 

London and Westminsteh Bank. — It was said of Ishmae), 
that his hand was against every man, and every man’s liand was 
against him. One part of this description may be applied to our- 
selves. Every man’s hand is against us. The private bankers 
have excluded us from the clearing-house, the Bank of England 
pursued us into parliament, and prevented our obtaining the 
power of suing and being sued by our registered officer. They 
are now (1836) pursuing us through the courts of law, to prevent 
us accepting the bills of our country connexions. They have 
denied us the ordinary privilege of a drawing account. They 
refuse to take the notes of banks founded on principles similar 
to our own, or to discount bills bearing their endorsement j 
while pamphlet after pamphlet have been launched by her 
directors, in denunciation of the principles on which our bank 
is established. So long as we are thus assailed, so long will 
we stand undaunted before our foes, and breathe the language 
of hostility and defiance. But happy shall we be when this 
season of conflict is over; happy shall we be when we can 
turn our swords into ploughs iiares, and retire from the field 
of warfare to the peaceful pursuits of our professional engage- 
ments. We should hail with rapture the approach of a banking 
millennium, in which all the banking institutions of our country 
should be at peace with each other, and even the lion of the Bank 
of England should lie down with the lamb of joint-stock banking. 

Bank of England. — The measures of Sir Robert Peel will, 
probably, lead to a more friendly intercourse between the joint- 
stock banks and other banking establishments. All the futile 
measures heretofore taken by the Bank of England against the 
joint-stock banks, have arisen from erroneous impressions relating 
to the currency. The London joint-stock banks were not allowed 
to accept bills, from an absurd fear that the practice might be 
abused so as to affect the currency. Bills endorsed by joint-stock 
banks of issue were refused to be discounted, lest they might 
become an instrument for expanding the currency. By the pro- 
posed measures this bone of contention is removed. The Bank 
of England has laid aside her coronet, and become one of us. She 
i$ about to commence business simply as a joint-stock banker. 
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**Tbe Old Lady of Tbreadneedle Street” is transformed into our 
younger brother, and it may be hoped that this new relationship 
will be cemented on both sides by a corresponding degree of 
fraternal regard. 

While banking, on the one hand, is illustrated by meta- 
phorical comparisons, it will, on the other hand, sometimes 
supply comparisons to illustrate other subjects. 

Descartes, whose habits were formed in solitude and medi- 
tation, was silent in mixed company. It was said that he had 
received his intellectual wealth from nature in solid bars, but not 
in current coin. Or, as Addison expressed the same idea, by 
comparing himself to a banker, who possessed the wealth of his 
friends at home, though he carried none of it in his pocket.” — 
jy Israelis Curiosities of Literature. 

“Eallacious reasoning may be compared to a perplexed and 
entangled mass of accounts^ which it requires much sagacity and 
close attention to clear up and display in a regular and intelligible 
form, though wlien this is once accomplished the whole appears 
so perfectly simple, that the unthinking are apt to undervalue the 
skill and pains which have been employed upon it.” — Dr. Whateley. 

“As, in a calculation, one single figure incorrectly stated will 
enable us to arrive at any result whatever, though every other 
figure and the whole of the operations be correct ; so a single false 
assumption in any process of reasoning, though every other be 
true, will enable us to draw what conclusion we please ; and the 
greater the number of true assumptions, the more likely it is that 
the false one will pass unnoticed.” — Dr. Whateley. 

We will now notice the fallacy of illustration. This 
occurs when we admit illustration for proof. To make a 
proposition clear is not the same thing as proving it to be 
true. But there is something so attractive in a clear 
illustration that we are ready sometimes to admit, with- 
out further reasoning, the truth of the doctrine it is 
intended to establish. This often occurs in public speak- 
ing. If an orator has an agreeable voice and a good 
address, and excels in clear illustration, he will often find 
that his doctrines receive a ready acceptance, though un- 
supported by sound logical reasoning. Against such 
delusions, bankers should be on their guard. The pro- 
fessional accountant may describe very clearly how the 
fraudulent insolvent, whose books he has examined, got 
into difficulties; but this is no proof that his creditors 



416 


THE LOGIC OF BANKING. 


should take the composition proposed. The barrister may 
declaim strongly against acts of folly oi: of immorality 
committed by the directors or managers of a joint-stock 
bank; but that is no proof of the unsoundness of the 
principles of joint-stock banking. The political economist 
may correctly enumerate the causes of the fluctuations 
in the foreign exchanges ; but that is no proof that those 
fluctuations ought to regulate the currency. He may 
show the mode of the exportation and the importation of 
the precious metals ; but that is no proof that the amount 
of bank notes in circulation ought to be made subject to 
similar changes. 

While on the one hand we must not suppose that illus- 
tration is reasoning, we must not suppose on the other 
hand that no reasoning is given to us in the form of illus- 
tration. Some writers who wish to conceal their opinions, 
will sometimes suggest their arguments in this form ; and 
others, by a simple exposition of their doctrines, will adopt 
the most efficient mode of establishing their truth. In 
such cases the exposition is usually confined to one of 
the propositions of the syllogism, the other being too 
obvious to require proof. The major proposition consti- 
tuting the general principle is assumed to be true, or at 
least admitted to be tnie. The minor proposition, show- 
ing the application of the general principle to a particular 
case, is the subject of exposition. The reader is then left 
to draw his own conclusion. Thus, a barrister who seems 
to be merely describing the frauds charged by a banker, 
is in fact proving the minor proposition of the following 
syllogism : — 

All who commit fraud ought to be punished. 

This banker has committed fraud. 

Therefore this banker ought to be punished. 

We have stated that proverbs are general principles ; 
and reasoning from proverbs is applying general principles 
to individual cases. Such reasoning is not very common 
in banking, as we have no proverbs that have a special 
application to banking business. Sometimes, when a 
banker is considering the nature of his investments, he 
may observe that it is not well to have ‘‘too many eggs 
in one basket or he may observe of a customer who is 
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involved in numerous engagements, that ^‘he has too 
many irons in the fire.” The book on ‘^Domestic Cookery,” 
published by Mrs. Glass, contains directions for cooking a 
hare, beginning with ‘‘Catch a hare,” &c. These words 
are now often employed as a caution to those who build 
conclusions upon events that have not yet occurred, and 
which may never occur. You say, that as soon as you 
have become rich, you will retire from business ; first 
catch your hare — first get rich, and then consider what 
you will do. The same admonition is given in the proverb 
— “ Don’t reckon your chickens before they are hatched.” 

Proverbs may be misapplied, and hence lead to erro- 
neous conclusions. It was once observed at a Board of 
Directors, that if the salaries of their managers should 
not be increased, some of them might be tempted to 
transfer their services to other banks. A member observed, 
“ Let them go ; there are as good fish in the sea as ever 
came out of it.” The reply was, “ True ; but you have to 
catch ’em.” 


SECTION IV. 

REASONING FROM WRITTEN DOCUMENTS APPLIED TO BANKING. 

In Section the Fourth, Part the Third, we have con- 
sidered the mode of reasoning from written documents — 
here we shall enumerate those written documents that have 
a reference to Banking ; these are chiefly — 1. Acts of Par- 
liament j 2. Deeds of Settlement ; 3. Deeds of Transfer ; 
4. Bonds of Security by the Officers ; 5. Cheques on 
Banks ; 6. Bills of Exchange ; 7. Writings connected 
with Leasehold and Freehold Property ; 8. Letters of 
Guarantee for advances to other parties; 9, Statistical 
Returns ; 10. Agreements, Letters, and other occasional 
Writings; 11. Lectures on the Principles and Literature 
of Banking. 

1. Acts of Parliament. — We have stated, at page 
17, that it was a matter of dispute in the United States 
of America, whether the constitution of the United States 
gave to Congress the power of establishing a national 
T 3 
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bank. The following summary of the arguments on both 
sides is taken from Mr. Justice Story’s ‘^Commentaries 
on the Constitution of the United States”: — 

“ One of the earliest and most important measures, which gave 
rise to a question of constitutional power, was the act chartering 
the Bank of the United States in 1791. That question has often 
since been discussed ; and though the measure has been repeat* 
edly sanctioned by Congress, by the exeeutive, and by the judi- 
ciary, and has obtained the like favour in the great majority of 
the Si ates, yet it is, up to this very hour, still debated upon con- 
stitutional grounds, as if it were still new and untried. It is 
impossible, at this time, to treat it as an open question, unless 
the constitution is for ever to remain an unsettled text, possessing 
no permanent attributes, and incapable of having any ascertained 
sense ; varying with every change of doctrine and of party, and 
delivered over to interminable doubts. 

“ The reasoning, upon which the constitutionality of a national 
bank is denied, turns upon the strict interpretation of the clause, 
giving auxiliary powers necessary and proper to execute the other 
enumerated powers. It is to the following effect. The power to 
incorporate a bank is not among those enumerated in the consti- 
tution. In the next place, all the enumerated powers can be 
carried into execution without a bank. A bank therefore is not 
itecessary, and consequently not authorized by this clause of the 
constitution. It is urged that a bank will give great facility or 
convenience to the collection of taxes. If tins were true, yet the 
constitution allows only the means which are necessary^ and not 
merely those which are convenient, for effecting the enumerated 
powers. If such a latitude of construction were allowed, as to 
consider convenience as justifying the use of such means, it would 
swallow up all the enumerated powers. Therefore, the consti- 
tution restrains Congress to those means, without which the 
power would be nugatory. 

“ The reasoning by which the constitutionality of the national 
bank is sustained is, in part, contained in the following summary^ 
The powers confided to the national government are unquestion- 
ably, so far as they exist, sovereign and supreme. It is not and 
cannot be dispute^ that the power of creating a corporation is 
one belonging to sovereignty. But so are all other legislative 
powers ; mr the original power of giving the law on any subject 
whatever is a sovereign power. If the erecting of a corporation 
be an incident to sovereignty, and it is not prohibited, it must 
belong to the national government in relation to the objects en- 
trusted to it. The true difference is this : where the authority 
of a government is general, it can create corporations in all cases ; 
when it is confined to certain branches of legislation, it can create 
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corporations only as to those cases. It cannot be denied, that 
implied powers may be delegated as well as express. It follows 
that a power to erect corporations may as well be implied, as any 
other thing, if it be an instrument, or means of carrying into 
execution any specified power. 

“ It is true, that among the enumerated powers we do not find 
that of establishing a bank or creating a corporation. But we do 
find there the great powers to lay and collect taxes, to borrow 
money, to regulate commerce, to declare and conduct war, and to 
raise and support navies. Now if a bank be a fit means to execute 
any or all of these powers, it is just as much implied as any other 
means. If it be ‘ necessary and propel: ’ for any of them, how is 
it possible to deny the authority to create it for such purposes ? 
There is no more propriety in giving this power in express terms, 
than in giving any other incidental power or means in express 
terms. 

That a national bank is an appropriate means to carry into 
effect some of the enumerated powers of the government, and 
that this can be best done by erecting it into a corporation, may 
be established by the most satisfactory reasoning. It has a 
relation, more or less direct, to the power of collecting taxes, to 
that of borrowing money, to that of regulating trade between 
states, and to those of raising and maintaining fleets and armies. 
And it may be added, that it has a most important bearing upon 
the regulation of currency between the States. It is an instru- 
ment which has been applied by governments, in the adminis- 
tration of their fiscal and financial operations ; and in the present 
times it can hardly require argument to prove, that it is a con- 
venient, a useful, and an essential instrument in the fiscal opera- 
tions of the United States.” 

By the statute 1833, 3 4 Wm. IV. c. 98, it was 

declared to be the law that joint-stock banks might be 
established in London. Under this statute the London 
and Westminster Bank was formed. But as it did not give 
them the power of suing and being sued by their ‘‘ public 
officer,” they introduced into Parliament a bill to give 
them this privilege. In their first report, delivered March 
4, 1835, the directors refer to this bill. 

The directors will now advert to the difficulties they have had 
to encounter. These have been of .no ordinary kind. They have 
been caused by an opposition, in some degree natural, but carried 
to an unfair extent, by existing establishments, and likewise by 
the unaccountable course adopted by Government, who seem to 
have been deterred by the same interested parties from giving 
effect to their own law. 
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The opposition of the private bankers was manifested at an 
early period, by their refusal to permit any clerk to attend at the 
clearing-house on behalf of this bank. The clearing-house has 
been in existence for upwards of sixty years; and, although 
founded in the first instance for the accommodation of such 
London bankers as chose to avail themselves of it, yet it has 
become entwined with the mode of settling accounts in several 
i)ranches of business, and is, for all practical purposes, a public 
institution. 

“ The opposition of tlie Bank of England began by their refusal 
to grant to this company the common convenience of a drawing 
account, — a convenience granted, as a matter of course, to every 
respectable firm who may choose to apply for it. But their 
liostility, as well as that of the Government, was more strongly 
shown by their opposition to the bill introduced to Parliameiit 
for facility of suit. 4'his, it was conceived, was a course that no 
party could adopt after the explicit maimer in which the law had 
been laid down in the preceding session of Parliament. 

The clause upon the subject of joint-stock banks in London, 
introduced into the Bank Charter Benewal Act, and that, too, 
with the consent of the Bank itself, was not only declaratory that 
the law, as previously existing, did not extend to the prevention 
of such banks carrying on business in London, but it enacted 
that for the future they should be able to do so. This enact- 
ment being made, it was presumed that it would be carried into 
effect ill the ordinary manner. 

“A technical form which requires that all parties to a suit 
shall be named in the record exists as an impediment to the legal 
operation of large companies. It has been the invariable custom 
of Parliament, which has not provided for the removal of this 
obstruction by any general law, to grant to such companies, on 
special application, a right to sue and be sued in the name of one 
or more of their officers. The directors therefore applied to Par- 
liament for this power, as a necessary consequence of the clause 
legalizing the company. 

“ They were early assured by eminent counsel that the bank 
could be carried on legally and substantially by means of trustees; 
but when there were two modes of conducting the same pro- 
ceeding — one well known to the public, the other comparatively 
unknown — the directors naturally took that course wliich best 
accorded with the public habits and understanding. Although 
the bill was opposed with a zeal and tenacity rather out of the 
usual course of Parliamentary proceedings, yet, in the same 
House of Commons which a few months previously had passed 
the Bank Charter Act, it was carried by large majorities, through 
each successive stage — viz. on the second reading, by a majority 
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of 108 ; in committee, after the fullest and ablest argument by 
counsel on both sides, by a still greater proportionable majority ; 
and again, on the third reading, by a majority of 61 . 

“ Notwithstanding these majorities in the House of Commons, 
the opposition was continued in the House of Lords. 

“ Counsel were heard at the bar of that House ; and upon the 
suggestion of the Government questions were framed for the 
consideration of the judges, wlio declined answering them. 
Under these extraordinary and inexplicable circumstances, and 
the session drawing to a close, it was deemed impossible to bring 
on the second reading with any chance of a fair consideration of 
the question.” 

In the statute to which we have referred, it is enacted — 

“ Be it therefore declared and enacted, that any body politic or 
corporate, or society, or company, or partnership, although con- 
sisting of more than six persons, may carry on the trade or business 
of banking in London, or within sixty-five miles thereof, provided 
such body politic or corporate, or society, or company, or partner- 
ship, do not borrow, owe, or take up in England, any sum or sums 
of money on tlieir bills or notes payable on demand, or at any less 
time than six months from the borrowing thereof, during the 
continuance of the privileges granted by this Act to the said 
governor and company of the Bank of England.” 

It was supposed that this clause was intended merely to 
prevent any joint-stock bank issuing notes in London. 
But the directors of the Bank of England contended that 
it prevented a London joint-stock bank from accepting 
bills drawn by its country agents. The directors of the 
London and Westminster Bank have thus referred to the 
action brought against them by the Bank of England 
upon this matter : — 

The active opposition of the Bank of England has been again 
manifested, by its giving notice within these few days of its 
intention to try the question of our power to accept bills of 
exchange drawn at a shorter date than six months. Several 
months ago the Bank of England was aware of the proceedings 
of the London and Westminster Bank in this respect, but not 
until now has any step been taken. 

“The directors of the London and Westminster Bank are most 
ready to meet the Bank of England in any court of justice on the 
subject ; for, having obtained the best legal advice, they feel quite 
confident of a favourable result. They have no desire to infringe 
the privileges of the Bank of England, but they are equally 
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determined to protect the rights of the London and Westminster 
Bank.” 

“ In reference to the measures mentioned in the last report as 
threatened by the Bank of England, the directors have now to 
state that the Bank of England has at length raised in a legal 
shape the question whether the London and Westminster Bank 
can accept the bills of their country and foreign customers drawn 
at less than six months after date or sight. It is a question 
which, however it may be determined, cannot arrest the successful 
progress of the bank. But the directors having commenced accept- 
ing from the origin of the establishment under the able advice of 
the present counsel of the Bank of England, — having since taken 
much pains to have the subject thoroughly elucidated, — and 
having engaged the most eminent counsel, — look with confidence 
to a favourable issue, and it is their anxious desire to obtain a 
decision as quickly as possible. 

The directors have further to state, that although the question 
in dispute is confined to the single point of accepting bills, the 
Bailk of England introduced into their proceedings against the 
London and Westminster Bank charges of violating the exclusive 
privilege of issuing notes possessed by the Bank of England. 
The directors are justified in condemning the resort to these 
charges, for the Bank of England have been obliged to abandon 
them altgether, and to admit that they had not any foundation. 
The directors much regret tliat such a course should have been 
adopted towards this establishment; but, as the main question at 
issue is still before a legal tribunal, they consider they will best 
discharge their duty by abstaining at present from any further 
comments on the subject.” 

Notwithstanding these anticipations, the Master of 
the Rolls, in the beginning of the year 1837, issued an 
injunction restricting the London and Westminster Bank 
from accepting bills drawn at less than six months after 
date, upon the grounds that this would be an invasion of 
the charter of the Bank of England. The process by 
which the court arrived at this conclusion is exceedingly 
ingenious : If a country bank draw upon a London bank, 
say at twenty-one days after date, for money in the hands 
of the London bank, then the London bank is supposed 
to hold this money for the payment of the bill at the end 
of the twenty-one days. the London banker bor- 

rows, owes, or takes up money” upon this bill or note 
during the term until it shall become due ; er^o, the 
London bank takes up money upon its bills or notes for a 
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less term than six months ; ergo^ the London bank in- 
fringes the privileges of the Bank of England. Upon this 
point we quote “ Grant’s Laws of Banking.” 

As the right of the customer is to draw out the whole of the 
sum he deposits with the banker at any time when he shall so 
please, the acceptance by the banker of a bill drawn upon him by 
his customer against the amount of tlie balance in his favour, and 
made payable at a distant day, is in effect a borrowing of the sum 
until that day by the banker ; for the customer, by drawing the 
bill, consents that that which is payable immediately shall not be 
payable until the expiration of the bill, and such acceptance by a 
banker was held to be a borrowing or owing of money upon a bill 
within the meaning of the former Bank of England Acts, 3 & 4 
Will. IV. c. 98, and 7 Geo. IV. c. 46, which, in certain circum- 
stances, forbade such borrowing, &c.” 

2. Deeds of Settlement. — This is the deed of partner- 
ship which must be signed by all the shareholders — it 
fixes tho name of the bank, the places where business is 
to be carried on, and the denomination and number of 
the shares. It regulates the appointment of directors, 
the qualifications of shareholders, and the mode of holding 
meetings, transferring shares, and making dividends. It 
also provides for the winding-up the affairs of the bank in 
case it should not be successful. 

The Committee of the House of Commons appointed, in 
the year 1836, to inquire into the operation of the Act of 
7 Geo. IV. c. 46, for permitting the establishment of 
joint-stock banks, stated — 

“ Your committee have had before them the deeds of settle- 
ment of the greater number of the existing joint-stock banks, 
and they proceed to submit to the House an analysis of some of 
their leading provisions, 

“ Though tlie general objects of these establishments are much 
alike, yet there are some variations in their deeds of settlement 
whicli it may be material to point out. 

“Eirst, as to the power of altering the regulations of the 
company. 

^"The active duties are generally delegated to a small body 
called the directors, while the main body of proprietors reserve to 
themselves the power of selecting the directors, and of altering 
from time to time the rules by which the directors are to 
be governed. Indeed, it might have been expected that the 
proprietors would always have reserved to themselves this power ; 
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nor should this general rule have been noticed, had it not been 
necessary to point out a single exception to it, in the case of one 
particular company, in which all the powers of the company are 
vested in the directors of the central bank, till January, 1838, 
and even after that date this authority is only to be controlled by 
the ‘ general board of directors,^ consisting of the central directors 
themselves, and of the local directors of branch banks, appointed 
by them. Tlie deeds of all the other companies expressly give a 
power to the shareholders to make new laws and regulations. 

‘‘Secondly, as to the mode of conducting the business of 
banking. 

“ This is for the most part set out in general terms. Some 
banking companies content themselves with defining the business 
to be ‘ banking in all its branches ; ^ in other cases, it is called 
‘ the business of bankers.’ 

“ Advancing money on real security is in no instance forbidden. 
Thfe deeds of three companies are silent on the subject; the rest 
expressly allow it. 

“The majority of deeds are silent on the subject of the 

purchase of land. The Banking Company expressly 

allows it. The Banking Company and the Union 

Banking Company expressly forbid it. 

“ An advance of money on mining concerns is in no instance 
expressly allowed ; in many it is expressly forbidden ; in the 
majority, it is passed over in silence. 

“Advances of money upon any ‘public foreign government 
stock, or the stock of any foreign chartered public company,’ is 
directly sanctioned in tlie deeds of four banking companies. 
Investment in foreign government stock or funds is allowed by 
the deed of another oank. Such advances are expressly forbidden 
by many of the deeds, and are passed over in silence by many 
others. 

“In no instance is the company forbidden to become the 
purchaser of its own shares ; out, on the contrary, power is 
expressly given to do so by means of the deeds, and that to any 
amount. The only modifications of this power which your com- 
mittee have found, are in the case of one banking company, in 
which the directors are authorized to purchase shares in the case 
only of a refusal to admit as a proprietor the person proposing to 
buy ; and in the case of another tank, the number of shares to 
be bought in by the directors is restricted to forty. 

“Thirdly, as to the degree of publicity to te given to the 
proceedings. 

“ No principle seems to be more attended to, or prominently 
put forward, tlian that of preserving secrecy as to the state of the 
accounts of the customers of the banks. To this principle there 
does not appear to be an exception. 
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“The directors are in general required to sign a declaration, 
pledging themselves to observe secrecy as to the transactions of 
the bank with their customers, and the state of the accounts of 
individuals. In some of the companies, this declaration is also 
to be signed by all the clerks and officers. One banking company 
goes so far as to require an oath to this effect. If the proprietors 
are dissatisfied with the statement of accounts made by the 
directors, a power is generally reserved to appoint auditors or 
inspectors for the examination of the books ; but these auditors 
or inspectors are required to sign a similar declaration of secrecy. 

“ No proprietor, not being a director, is entitled to inspect any 
of the books of the company. 

“The directors are in general bound to exhibit to the general 
meeting of the shareholders a summary or balance-sheet of their 
affairs, and to make such further statement or report as the 
directors may deem expedient and conducive to the interests of 
the company. In tlie case of one of these banks, even this is 
not obligatory by the terms of the deed, which leave it to the 
discretion of the directors whether they do or do not exhibit a 
balance-sh^et. In a very extensive bank, the proprietors annually 
appoint auditors to examine the affairs of the company, and to 
report thereon. 

“ In some of the companies the principle of secrecy is carried 
still further : two of the directors, selected from the rest, are the 
exclusive depositors of the power of inspecting the private 
accounts of customers. These persons are sometimes called 
‘ confidential directors.’ This provision is stated to be made ‘ in 
order that the credit and private transactions of individuals may 
be preserved inviolate.’ Sometimes they are ''called ‘ managing 
directors;’ sometimes ‘special directors.’ In other companies, 
though all the directors have the power of inspection of the 
accounts of customers, two of the directors are selected to 
inspect bills and notes, ‘ in order to prevent the exposure of such 
bills of exchange and promissory notes as may pass through the 
bank.’ These two directors are called ‘ the bill committee.’ In 
two of the companies, a single person, called ‘ the manager,* has 
the exclusive power of inspecting bills and notes. 

“ Fourthly, as to the terms on which the company is to be 
dissolved. 

“ The deeds of all these companies contain some provision for 
dissolution in certain contingencies. It is in general provided 
that a dissolution of the company shall take place by reason either 
of a certain amount of loss, or of a voluntary agreement. Dis- 
solution by reason of loss in the great majority of the deeds is 
provided for in the following manner. 

“ It is necessary to premise that the directors of each of these 
companies are bound to set aside a certain portion of the profits 
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to form a fund to meet extraordinary demands, which fund is 
sometimes called the ‘ surplus fund/ sometimes the ‘ reserve fund,’ 
but more usually the ‘guarantee fund.’ The ordinary provision 
for dissolution is to this effect : — That if the losses sustained shall 
at any time have absorbed the whole of this guarantee fund, and 
also one-fourth of the capital paid up, then any one shareholder 
may require the dissolution of the company, which shall take place 
accordingly, unless two-thirds in number and value of the share- 
holders shall be desirous of continuing tlie company, and shall 
purchase the shares of those proprietors who wish to withdraw. 
In one bank the dissolution or the company takes place upon a 
loss of one-fifth instead of one-fourth of the capital. In two 
other banks no mention is made of the guarantee fund. 

“ The provision of the great majority of deeds, as above stated, 
is, that in the event of a given amount of loss, any one share- 
holder may propose the dissolution. In some, three shareholders 
are required. In the Banking Company A. the requisition for 
dissolution must be made by ten shareholders holding 200 shares; 
in the Bank B. by one-fourth of the company ; but if the loss 
amount to one-half the capital, then by any single shareholder. 

“ By the general provisions of the great majority of deeds, the 
dissolution of the company, though duly proposed, may be averted 
by two-thirds of the proprietors ; but m some there exists no 
such restriction ; and on the occurrence of a given amount of loss, 
the dissolution, if proposed, must necessarily take place. In 
other instances, on the appearance of a given amount of loss, the 
dissolution is to take place immediately, even though no partner 
should propose it.” 

Among the provisions of the Act 7 & 8 Vic., o. 113, 
passed in 1844, to regulate joint-stock banks in England, 
are the following enactments : — 

“ IV. And be it enacted, That the deed of partnership of every 
such banking company shall be prepared according to a form to 
be approved by the Lords of the said committee, and shall, in 
addition to any other provisions which may be contained therein, 
contain specific provisions for the following purposes (that is 
to s^) — 

“Eirst, Bor holding ordinary general meetings of the company, 
once at least in every year, at an appointed time and place. 

^‘Second, for holding extraordinary general meetings of the 
company, upon the lequisition of nine shareholders or more, 
having in the wlioje at least twenty-one shares in the partnership 
business. 

“ Third, Bor the management of the affairs of the company, and 
the election and qualification of the directors. 

‘^Fourth, Bor the retirement of at least oue-fqurth of the 
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djrectors yearly, and for preventing the re-election of the retiring 
directors for at least twelve calendar months. 

'‘Fifth, For preventing the company from purchasing any 
shares, or making advances of money, or securities for money, to 
any person on the security of a share or shares in the partnership 
business. 

“ Sixth, For the publication of the assets and liabilities of the 
company once at least in every calendar month. 

“ Seventh, For the yearly audit of the accounts of the company, 
by two or more auditors, chosen at a general meeting of the 
shareholders, and not being directors at the time. 

Eighth, For the yearly communication of the auditors’ report, 
and of a balance-sheet, and profit and loss account, to every 
shareholder. 

Ninth, For the appointmeni of a manager, or other officer to 
perform the duties of manager. 

“And such deed, executed by the holders of at least one-half 
of the shares in the said business, on which not less than ten 
pounds on each such share of one hundred pounds, and in pro- 
portion for' every share of larger amount, shall have been then 
paid up, shall be annexed to the petition ; and the provisions of 
such deed, with such others as to her Majesty shall seem fit, shall 
be set forth in the letters patent.” 

The fourth provision, “ for the releasement of at least 
one-fourth of the directors yearly,” has since been re- 
pealed by the statute 1856, 19 & 20 Vic. c. 100. 

The following is a case that has given rise to consider- 
able reasoning : — 

** Advances to Directors, ^c , — Experience has shown the besetting 
evil of joint-stock banking companies to be a too great readiness 
to make advances, and that, too, without proper security, and in 
many cases the advances have been made to other joint-stock con- 
cerns. Now, it is very material, in case of an application for 
accommodation of this kind, by the directors of a joint-stock 
trading company, to the directors of a bank, for the latter to 
ascertain whether the former have power to borrow given them 
by the deed of settlement, and next to see whether theirs is one 
of the extremely few cases in which the law implies an authority 
to borrow money from the nature of the dealings and business of 
the company ; unless one or other of these is the case, money 
advanced by the bank will not be debt due to the bank from the 
trading company, and cannot be recovered as such .” — Granfs 
Laws of Banking, 

3. Deeds of Transfer. — The following is the form of 
a deed transferring shares in a joint-stock bank : — 
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This indentare, made the .day of — 18 , between 

of of the first part ; 

of of the second part ; and of the 

City of , trustees (appointed by the board of directors 

of the Banking Company) of the covenant hereinafter 

contained of the third part. 

Whereas the said has become the purchaser, 

with the approbation of the said board of direction, of 

shares in the capital of the said company : on each of which shares 
the sum of pounds still remains unpaid. 

Now this indenture witnesseth, that in consideration of the sum 
o f at or before the sealing and delivery of these pre- 
sents paid by the said ^to the said_._ — 

the receipt of which said sum of the said 

doth hereby acknowledge, and from tiic same and every part thereof, 

doth release and for ever dischai ge the said his heirs, 

executors, administrators, and assigns : the said — — ^hath 

bargained, sold, and assigned, and by these presents doth bargain, 

sell, and assign unto the said his executors, 

administrators, and assigns, all those the said shares of his the said 

in the capital of the Banking 

Company, and all benefits, aavantages, powers, and privileges 
attending the same^ to have, hold, receive, and take, the said 
shares hereby ^signed, and the said benefits, advantages, 
powers, and privileges attending the same, unto the said 

his executors, administrators, and assigns, for 

his and their own use and benefit. 

And the said ..doth hereby, for himself, his heirs, 

executors, and administrators, covenant, promise, and agree, with 

and to the said -- . - . and their 

executors and administrators, that in respect of the share hereby 
assigned, and all and every other share and shares which the said 

— may hereafter purchase in the capital of the 

said company, he, the said his heirs, executors, 

or administrators, shall and will, well and truly, in all respects, 
observe, perform, and keep, all and singular the covenants, 
agreements, and provisions, contained in the deed of settlement 

of the said company, bearing date the day of 

186 , so far as the same ought on his or their parts to be 

observed, performed, and kept. 

In witness whereof, the said parties to these presents have 
hereunto set their hands and seals, the day and year first 
above- written. 

Witness to the identity and signature of. 


Signed, sealed, and delivered by 

In the presence of ~ 
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Several cases have occurred in which much reasoning 
has been expended upon the validity of the transfer of 
shares. 

Members, or Shareholders , — ^Letusnext inquire, who are meant 
by members, or shareholders. Now, in the inquiry, whether any 
person is a subsisting member, it is often necessary to observe, 
whether the transfer from the shareholder, from whom he bought, 
has been made according to the requirements of the deed of 
settlement ; thus, if it be a provision of the deed, that the consent 
of a board of directors shall be necessary to perfect a transfer of 
shares, it is indispensable to ascertain what this consent is, how 
it is to be signified, what is a board of directors, &c. However, 
though a transfer may be void, at Jaw, for want of a proper con- 
sent of a duly constituted board of directors, it may be supported, 
in eq^uity, where the circumstances are, that it has been made in 
the Share Registry Book, and three directors have given (as was 
usual) a certificate of the transfer ; and a return has been made 
to the Inland Revenue officers, that the transferor had ceased to 
be a member, and, besides, the transferee has been treated as a 
shareholder by the directors ; received dividends ; had sent to 
him the circulars of general meetings, and notices of calls, and 
had attended meetings.’^ — Grant's Laws of Banking. 

4. Bonds of Security by the Officers. — In all banks 
the clerks give sureties for their integrity — usually, 
two of 500^. each ; and in some banks, these amounts are 
increased on accession to higher offices — for a cashier, the 
amount is 2,000^, ; and for a manager, 5,000^. The fol- 
lowing may be the form of a bond for a clerk : — 

Know all men by these presents, that A. B., C. B., and E. F. 
are held and firmly bound to IF. X. and Y. Z.y in the penal sum 
of one thousand pounds of lawful money of Great Britain, to be 
paid to the said W, X. and Y. Z.y or their certain attorney, execu- 
tors, administrators, or assigns, for which payment to be well and 
truly made, we bind ourselves and each of us, and our and each 
of our heirs, executors, and administrators, and the heirs, execu- 
tors, and administrators of any three or two of us jointly, seve- 
rally, and respectively firmly by these presents. Sealed with our 
seals. Dated this 

" Whereas the above-bounden A, B, has been appointed a clerk 

in a certain public company, called the - , 

of which company and for the general purposes thereof the above- 
named JF, X. and Y. Z. have oeen appointed trustees. And it 
ww agreed that on the appointment of the said A. B. he should 
with sureties enter into a bond to guarantee his fidelity and 
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honest conduct. And whereas the above-bounden C. D. and E. F. 
have at the regnest of the said A. B. agreed to become surety for 
him as aforesaid to the extent of five hundred pounds each. Now 
the condition of the above-written obligation is, that if the said 
A. B. do and shall, wiiile he shall continue in the service of tlie 
said company as such clerk, diligently and faithfully serve them, 
and devote the whole of his time and attention to their business, 
and give such reasonable attendance at their office, as the direc- 
tors or manager for the time being of the said company shall from 
time to time require ; and do and shall keep all the secrets of the 
said company, and inform the directors of the said company for 
the time oeing of all such letters, writings, papers, and occurrences 
whatsoever, as shall from time to time come to his knowledge re- 
specting the said business ; and do and shall from time to time 
account for and make over to the directors or manager for the 
time being all such cash, bills, notes, and other securities as shall 
from time to time come or without his wilful default might have 
come to his hands, and shall not embezzle, conceal, or waste, nor 
permit (as far as in him lies) to be embezzled, concealed, or wasted 
oy others, any of the property of the said company, or which shall 
have been entrusted to their care. And also if the said A» B, do 
and shall in all other respects diligently, skilfully, and faithfully 
demean and conduct himself as such clerk of the said company. 
And moreover, if they the said C D. and E. F., their heirs, execu- 
tors, and administrators, or some of them, shall and do well and 
sufficiently^ save harmless and keep indemnified the said company 
and the directors and all other members thereof from and against 
all losses, costs, charges, damages, and expenses, which shall or 
may happen or come to them for or by reason of any act, matter, 
or thing whatsoever wilfully and improperly done, or wilfully and 
improperly omitted to be done by the said A. B. in or during the 
said service, then the above-written obligation shall be void, 
otherwise the same shall be in full force. Provided always, and 
it is hereby declared, that under the said obligation the said C, i>., 
his heirs, executors, or administrators, shall not be liable to a 
greater sum in the whole than five hundred pounds ; nor the said 
K F., his heirs, executors, or administrators, to a greater sum in 
the whole than five hundred pounds. As witness the hands and 
seals of the said parties.’^ 

The following cases may give rise to reasoning : — 

“ Another point to be considered is, that a guarantee, for the 
faithful services of a clerk, given at a time when his employment 
comprises a certain routine of duties, will not ex,tend to cover 
other, or additional, duties that may be imposed on, or accepted 
by him ; thus, if a clerk to a bank, for whose good conduct, as 
cierh^ a guarantee has been given, is made manager, and it be 
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shown, conclusively, that he ceased to be clerk when he became 
manager, so that no breach of the bond could have happened after 
he became manager, that will be an answer to an action, by the 
hankers, on the bond, against the surety, founded on misconduct 
as manager ; at least, this would, in all probability, be ruled in 
any case where the guarantee did not expressly engage for his 
performance of his duties as clerk, or in any other capacity.” 

“ A clerk of a banking co-partnership, under 7 Geo. IV, c. 46, 
may be convicted of embezzling the moneys of the company, 
though he is a shareholder, or partner, in such company.” 

“ With respect to the prosecution of clerks, &c., for embezzle- 
ment, it may be often material to investigate the facts, in parti- 
cular cases, with reference to the principles following 

Embezzlement necessarily involves, in the idea of it, secrecy 
and concealment. If, therefore, instead of denying the appro- 
priation, the prisoner, in rendering ids account, admits the appro- 
priation, alleging a right in himself, &c., his offence is not emoez- 
zlement. So, wliere a clerk’s duty was to enter all such moneys 
as he should receive, &c., in a book, and remit the amount vreekly, 
&c., and he was found to have made entries regularly, but, with 
respect to three particular sums, not to have remitted them, this 
was held to be matter of account, not felony.” — Granfs Ijaws of 
Banking* 

One obligation in the above bond is that the party 
“shall keep all the secrets of the said company.” In 
addition to this obligation, the joint-stock banks usually 
require all their directors and officers to sign a “ declara- 
tion of secrecy.” The following may be the form for the 
managers and clerks : — 

“We, the undersigned persons, being respectively managers, 

accountants, cashiers, tellers and clerks of the 

Banking Company, do severally declare, that we will respec- 
tively, faithfully, honestly, and impartially discharge the several 
duties devolving on us as such managers, accountants, cashiers, 
tellers, and clerks as aforesaid, according to the directions of the 
directors of the company, and any laws and regulations that may 
be made by them. And we do hereby severally pledge ourselves, 
and as inviolably as if we had taken our oaths thereto, that we 
will observe the strictest secrecy on the subject of all transactions 
of every description of the company with their customers for the 
time being, or with any other bodies or persons whatsoever, and 
on the subject of the state of the accounts of all bodies and indi- 
viduals from time to time having accounts with the said company* 
Bated this day of 18 

5. Cheques on Bankers.- — A cheque must be drawu 
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on a banker — must specify the place where actually 
drawn, and that place must be within fifteen miles of 
the bank — must be payable to bearer on demand — must 
not be postdated, and must desire payment in money, 
not in bills or notes. 

By the 16 17 Vic. c. 59, cheques may bo drawn at a 

greater distance than fifteen miles from the bank, pro- 
vided they are drawn on a penny stamp ; and cheques 
drawn on a penny stamp, whether within fifteen miles or 
at a greater distance, may be made payable to order and 
endorsed like bills of exchange. 

The Act 17 & 18 Vic., c. 83, contains the following 
enactments with reference to cheques on bankers. 

“ VII. And wliereas, under and by virtue of certain Acts re- 
lating to stamp duties, certain drafts or orders for the payment 
of any sum of money to the bearer on demand, drawn upon 
any banker or person acting as a banker residing or transacting 
the business of a banker within fifteen miles of the place where 
such drafts or orders are issued, are exempted from all stamp 
duty, and it is expedient to prevent the negotiating or circula- 
ting of such drafts or orders unstamped at any place beyond 
the distance of fifteen miles from the place where the same are 
made payable : Be it enacted, That no such draft or order as 
aforesaid shall, unless the same be duly stamped as a draft or 
order, be remitted or sent to any place beyond the distance of 
fifteen miles in a direct line from the bank or place at which 
the same is made payable or be received in payment, or as» a 
security, or be otherwise negotiated or circulated at any place 
beyond the said distance ; and if any person shall remit or send 
any ^draft or order not duly stamped as aforesaid to any place 
beyond the distance aforesaid, or shall receive the same in pay- 
ment or as a security, dr in any manner negotiate or circulate 
the same at any such last-mentioned place, he shall forfeit the 
sum of fifty pounds. 

'‘VIII. Provided always, That it shall be lawful for any person 
who sh^ receive any such draft or order as aforesaid at any 
place within the said distance of fifteen miles from the bank or 
place at which the same is made payable, which draft or order 
shall have been lawfully issued unstamped, to affix thereto a 
proper adhesive stamp, and to cancel such stamp by writing 
thereon his name or the initial letters of his name, and there- 
upon such draft or order may- lawfully be received and nego- 
tiated at any place beyond the distance aforesaid, anything 
herein containea notwithstanding. 
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“IX. And whereas an Act was passed in the seventeenth 
year of the reign of King George the Third, chapter thirty, for 
restraining the negotiation of promissory notes and inland 
bills of exchange under a limited sum ; Be it enacted, That the 
said Act, and any Act or Acts continuing or perpetuating the 
same, shall, so far as they respectively extend or may be deemed 
or construed to extend to any draft on a banker for payment of 
money held for the use of the drawer, be and the same are 
hereby repealed.” 

By the last section the prohibition to draw cheques for 
a less sum than twenty shillings is repealed. 

“The cheque must not be post-dated ; that is, it must not bear 
date on a day after that on which it was in fact issued. Tor it is 
enacted, that if any person shall make or issue any cheque or 
draft oil a banker, payable to bearer on demand, not duly stamped, 
and not falling in every respect within the above exemption, the 
drawer shall forfeit 100/. ; any person knowingly taking it, 20/. ; 
the banker knowingly paying it, 100/.; and tlie banker shall not 
be allowed'it in account against the persons by whom or for whom 
it was drawn, or against any person claiming under them respec- 
tively. 

“Therefore, unless it be duly stamped, a post-dated cheque is 
void, and the parties conceined in giving, receiving and cashing 
it, are liable as above under the circumstances there stated. This 
is the case, although the post-dated cheque was not intended to 
be used ujitil the day of the date: and it is void altogether, even 
against a bond Jide holder.” 

“ There is no objection to dating a cheque on a Sunday, though, 
it is needless to say, it must not be presented on a Sunday, as to 
do that w^ould not be in compliance with the general rule, that 
cheques are to be presented in banking hours ” 

“ As between tiie payee and the drawer, the rule is, that the 
drawer is not discharged, that is, the payee does not lose his 
remedy against the drawer, by reason of non-presentment within 
any prescribed time, short of six years after taking the cheque, 
unless the insolvency of the banker have taken place in the 
interval.” 

''When the person who bolds the cheque is not the payee, but 
has received the cheque from the payee or from some intermediate 
holder, and upon the cheque being dishonoured seeks to recover 
from the person from whom he received it, the rule is strict that 
he must present it within banking hours, on the day following 
that on wliich he received it, at the farthest, provided there are 
the ordinary means of doing so. And the holder of a cheque, 
wliether payee or other holder, does not obtain any more lime by 
fending the cheque to his own bankers and presenting through 

u 
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tlicm ; but in all casps, to be safe, lie must present witliin banking 
hours of the day next after the day of tlie delivery of the cheque 
to him, whelher lie presents it liimsclf or by a servant, or through 
his bankers .” — Gretafs Laics of Banking. 

By the statute 185G, 19 k 20 Vic. c. 25, a cheque 
crossed with the name of a banker can be paid only 
through a banker, but not necessarily the banker whose 
name is written across the cheque. 

G. Bills of Exchange. — 

bill of exchange is a written order from one person to 
anotlier, directing him to pay a sum of money either to the 
dravier or to a third person at a future time. This is usually a 
certain number of days, weeks, or months, either after the date 
of the bill, or after sight ; that is, after the person on whom it 
is drawn shall have seen it, and shall have written on the bill his 
willingness to pay it'. The party expi esses this willingness by 
writing on the bill the word ^ accepted,^ and his name. If the 
bill be drawn after sight, he also writes the date of the accept- 
ance. 

“If the party in whose favour the bill is drawn wishes to 
transfer it, he writes his name on the back. This is called an 
indorsement ; and may be either special or general. A special 
indorsement is made to a particular party ; as, ‘Pay to Messrs. 
John Doe & Co. or order.’ A general, or blank indorsement, is 
when the person merely writes his name. It is held by the 
lawyers’''^ that a special indorsement cannot folloxo a general 
indorsement, and that in such a case the holder may sustain an 
action for the amount, though the bill be not indorsed by the 
party to whom it is thus specially assigned. In practice, how- 
ever, this is very common ; and bankers always refuse to pay 
bills not properly indorsed, even though previous indorsements 
may be general. But, in regard to post, bills, the Bank of 
England pays no regard to auy special indorsement that may 
follow^ a general indorsement.” 

“ Bills are divided into Inland and Eoreign. Inland bills are 
those in which both the drawer and the accepter reside in Eng- 
land. Bills drawn from Scotland, or Ireland, are considered as 
foreign bills. If a foreign bill be refused' acceptance or payment, 
it should be immediately protested and returned. An inland bill 
is only noted, and then only when refused payment. A foreign 

* If a bill be once indorsed in blank, though afterwards indorsed In full, it 
will still as against the drawer, the payee, the accepter, the blank indorser, and 
all indorsers before him, be payable to bearer, though as against the special 
indorser himself title must be made through his inCiOisee.—Serjeant Byles on 
Bills ofExchangti p. 115. 
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bill may be accepted verbally, or by letter ; but no acceptance of 
an inland bill is valid, unless written upon the bill itself/’* 

The above description of bills of exchange, which we 
have taken from our Practical Treatise on Banking,” was 
strictly correct up to December 31, 1856 ; but the statute 
1856, 19 & 20 Vic. c. 97, made the following alterations 
in the law : — 

“VI. No acceptance of any bill of exchange, whether inland or 
foreign, made after the thirty-first day of December, one thousand 
eight hundred and fifty-six, shall be sufficient to bind or charge 
any person, unless tiie same be in writing on such bill, or, if 
there be more than one part of such bill, on one of the said parts, 
and signed by the acceptor, or some person duly authorized by 
him. 

“ VII. Every bill of exchange or promissory note drawn or 
made in any part of the United Kingdom of Great Britain and 
Ireland, the islands of Man, Guernsey, Jersey, Alderney, and Sark, 
and the islands adjacent to any of them, being part of the domi- 
nions of her Majesty, and made payable in or draun upon any 
person resident in any part of the said United Kingdom or islands, 
shall be deemed to be an inland bill; but nothing herein con- 
tained sliall alter or affect the stamp duty, if any, which, but for 
this enactment, would be pajable in respect of any such bill or 
note.” 

Bills of Exchange have given occasion to an abundance 
of argumentation — wo quote only the following examples. 

“It has been stated that the effect of acceptance at a named 
bank, is to give the holder the option of presenting, either at the 
bank, or to the acceptor himself; it is a further effect of such 
acceptance (or, perhajis, is only another mode of stating the same 
thing), that if the holder presents at the bank, and is refused 
payment, he may sue the other parties to the bill, without any 
other presentment. But the acceptor, having funds to meet the 
bill in tlie banker’s hands, is, nevertheless, not apparently exone- 
rated, if they fail, after the maturity of the bill, but before it has 
been presented, although the holder is in default.” 

“A bill, purporting to be accepted by a customer, payable at 
his bankers’, was presented to them and paid. The bankers, on 
the following day, discovered the acceptance to be a forgery, and 
demanded back the money from the holder, to whom they had 
paid it ; but it was laid down by the Court, that the holder was 
entitled to know, on the day oh which the bill became due, 
whether it was honoured or dishonoured, and that, no notice of 
* See 1 & 2 Geo. IV. cap. 78, 
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the forg:ery bavin" been given him, on the day the bill became 
due, the bank could not recover.’* 

“ Branch Banks , — A branch bank is considered, for some pur- 
poses, as a (iis)inct establishment, from every other branch of the 
concern. Thus, where a bill of exchange was/ endorsed to a 
Branch Bank of the ‘National Piovincial Bank of England,’ 
established at A., who sent it to another branch, established at 
B., who endorsed it to the head establishment, in London, it was 
held, in an action upon the bill, by the endor-er against the 
drawer, that each of the branch banks were to be considered as 
independent endorses, and each entitled to the usual notice of 
dishonour .” — Grants Laws of Banking. 

7. Writings connected with Freehold or Leasehold 
Property. 

We have said that dead loans are usually advanced 
upon inconvertible security. Sometimes that security 
consists of a deposit of deeds relating to leasehold or free- 
hold property. In London, how^ever, this kind of security 
is not considered desirable, and the following rules are 
usually observed 

No advances are made upon the security of deeds alone’; 
they are taken only as collateral security ; and then only 
to cover business transactions, and in cases wdiere the 
parties are supposed to be safe independently of deeds. 

The value of the property should be much higher than 
the sum it is intended fo guarantee. When this is the 
case, and the parties fail, their creditors may take the 
deeds, and pay the debt due to the bank. The main use 
of taking deeds is to have something to fall back upon in 
this way. A customer should never receive more accom- 
modation from having deposited his .deeds tlian that to 
which he is legitimately entitled. No banker takes deeds 
if there is the slightest probability of his being compelled 
to realize the property, as the legal difficulties are very 
great. 

Jn all cases in which deeds are taken, they are submitted 
to the inspection of the banker’s solicitor, who makes a 
written report upon the value of the property, as far as it 
can be discovered by the deeds, and upon its legal validity 
as a security to the bank. 

A banker should always be on his guard against valu^^ 
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tions made even by professional men. An estate will be of 
different values, as valued at building land or as arable 
land. The lease of a house connected with a well-fre- 
quented shop is more valuable than as a private dwelling. 
A plant, as it is called, of an engineer or manufacturer, is 
more valuable wdien in full work than it would be if 
applied to any other purpose. The same observation may 
he applied to mills, manufactories, and other buildings 
devoted to trade purposes. 

The deeds are accompanied by a letter, and this is 
deemed an equitable mortgage. The following may be the 
form of the letter : — 

“ To the Directors of the Banking Compang. 

“Gentlemen, — I have sent you tbe title deeds, and other 
writings, relating to niy several freehold and copyhold estates 

and properties, in or near -- - in the county of 

, and whicli documents I hereby declare are depo- 
sited with you, as a security for all- sums of money now or here- 
after to become due from me, either solely, or jointly with others, 
to the said hanking company, either upon banking account, or in 
any other manner howsoever (including interest, commission, 
and all other usual banking charges) ; and I hereby engage, upon 
request, to execute to you or to the trustees of the said com- 

E any, a mortgage of the said tenements and premises, for the 
etter securing the said sum or sums of money, intended to be 
hereby secured, such mortgage to contain a power of sale, and all 
other usual covenants, and to be at ray expense. I am, &c.” 

The following cases may occasion some reasoning upon 
documents of this description ; — 

“ As between the bank and the general creditors of the bank- 
rupt, who has deposited title deeds with them before bankruptcy, 
the bank has the priority and the best title ; although tiie deeds 
deposited were old deeds, not including the conveyance from the 
depositor’s vendor, but the intention of the deposit undoubtedly 
being to create a lien ; that is, the bank are equitable mortgagees 
against the general creditors.” 

“ An equitable mortgagee, by deposit, is not, in general, as 
such, entitled to demand a legal mortgage to be made to him, 
unless there is a contract that one shall be made.” 

“ A deposit of title deeds primd facie creates an equitable mort- 
gage, upon the whole property comprised in tliem ; and further, 
where the memorandum of deposit stated it to have been made^ 
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with the object, that the deeds should remain in possession of the 
depositee, till such time as the depositor’s account, due to the 
depositee, did not exceed the sum of 100/., at which time they 
were to be restored to the depositor, free of expense, and the 
depositor died indebted to the depositee in 274/., it was decided 
that the lien extended to the whole 274/.” — Grant's Laws of 
Banking, 

8. Letters op Guarantee. — These are letters by which 
one party becomes responsible to a bank for advances 
made to another party. The following forms may be 
adopted, according to the circumstances of the case : — 

“7b the Directors of the Banking Company, 

“Gentlemen, — In consideration of your paying the cheques of 

Mr. or otherwise advancing him sums of money, I 

hereby guarantee the repayment thereof upon demand, to the 
extent of one thousand pounds. I am, &c.” 

“Gentlemen,— Mr. may have occasion to offer 
you sundry bills for discount. In consideration of your dis- 
counting such of them as you approve of, which I request you to 
do, I hereby guarantee the punctual payment of such bills when 
due. “lam, &c.’' 

The following is the form of a cash, credit, or other 
bond : — 

“ Know all men by these presents, that we, A. B, of , 

C. D, of , and B. F, of , are jointly and 

severally held and firmly bound to W, X. of and F, Z, 

of two of the trustees of the society or co-partnership 

called the , in the penal sum of 

pounds of lawful money of Great Britain and Ireland, to be 
paid to the said F. G, and H, or their certain attorneys, 
executors, administrators, and assigns, for which payment, to be 
well and truly made, we bind ourselves, and each and every of us, 
and our, and each and every of our heirs, executors, and adminis- 
trators, jointly, severally, and firmly by these presents. Sealed 
with our seals. Dated this of 

“Whereas the above-bound has opened an account with the 

above-mentioned society or co-partnership, called the — ^ 

at their establishment, at , and is desirous of being 

accommodated by the said society or co-partnership, from time to 
time, in some one or other of the various modes in which bankers 
are in the habit of affording accommodation, and to induce the 
said society or co-partnership to take the said account, and to 
accommodate him from time to time, in some one or other of the 
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modes aforesaid, the said A, B, and the said C. D. and B. F. as his 
sureties, have agreed to enter into the above-written bond or 
obligation with such couditiou as hereinafter is expressed. 

“ Now the condiuon of the above-written bond or obligation is 
such, that if the said A. i?., C. D., ahd E. or some or one of 
them, or their, or some or one of their heirs, executors, or ad- 
ministrators, do and shall, on the demand in writing, under the 
hand of any one of the public officers of the said society or co- 
partnership, called , well and truly pay or 

cause to be paid to the said society or co-partnership, all and 
every such sum and sums of money as upon the balance of any 
account current, which now is, or at any time or times hereafter 
shall be open between the said A. B. and the said society or co- 
partnership, shall or may, from time to time, be due and owing 
from or by the said A. B.^ his executors, or administrators, 
together with all discount, interest, postage of letters, and com- 
mission, according to the usage and course of business, but never- 
theless to the extent only of £ — principal money, 

exclusive of interest and costs, in case such balance shall exceed 
the sum ; and so that the above-written bond or obligation shall, 
and may be, a continuing security to the said society or co- 
partnership to the amount of £ principal money, 

besides such interest and costs as aforesaid, notwithstanding any 
flettlement of account, or other matter or thing whatsoever, then 
the above-written bond or obligation shall be void; otherwise, the 
same shall remain in full force and virtue. 

Signed, sealed, and delivered 

in presence of ” 

Letters of guarantee have given rise to discussion upon 
the points mentioned in the following extracts. 

‘‘ Change of Firm . — A guarantee, given by a person to secure a 
banking co-partnership, consisting ' of several members, all and 
every sums or sum of money which might become due to themy 
from a certain customer, for money advanced to him, &c., upon 
any bills, &c., made payable at the banking house of the co-part- 
nership, does not bind tlve obligor, after the death of one of the 
partners, nor cover future advances made, after such death, and 
the taking in of another partner ; and the customer who, at the 
time of the death, was indebted to the house, having afterwards 
paid off the balance incurred previously to the death, the obligor 
was wholly discharged. 

“There is no doubf, however, that a guarantee may be drawn, 
in such terms, as will serve as a continuing indemnity to the 
house, whatever be the change of partners ; but then that must 
plainly appear from the language used; tJie Courts, both of 
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equitjjr and common law, appear to lean against increasing the 
liability of a guarantor to a banking firm hi this respects 

BankerSy how to take guarantee,-— \X> was, in all cases, desirable 
that bankers, in taking a guarantee of this description, should 
insist upon a bond being executed by i he guarantor, as by that 
means all questions were got rid of, respecting the sufficiency of 
the statement of the consideration, in the writing purporting to 
be a guarantee, to support the document as such. The numerous 
cases which liavc been contested in tlie Courts, on this ground, in 
cases of guarantees by simple contract, and the oftentimes con- 
flicting decisions which have been pronounced, on instruments, 
very nearly approaching to identity of signification, in their terms, 
showed this very satisfactorily, and rendered it most unsafe for 
bankers to rely on merely written, not sealed and delivered, 
guarantees. 

' “With respect, however, to all guarantees given since 20th 
July, 1856, the stat. 19 and 20 Yict. c. 07, s. 3, dispensing with 
the necessity for the statement of consideration in such cases, 
providing the undertaking be ‘in writing, and signed by the party 
to be charged therewith, or some other person by him thereunto 
lawfully authorized,’ makes such precaution useless .” — Granfs 
Laws of Banking!^ 

0. Eeasoning from Statistical Tables. — For an exr 
ample of reasoning from statistical returns, we refer to 
our article upon the laws of the currency at page 168 
of this work. As another illustnition of statistical reason- 
ing with reference to banking, we transcribe an extract 
from a paper we read before the British Association at 
Liverpool, in September, 1854, and which was afterwards 
published in the Journal of the Statistical Society of 
London. 

“ But the most important circumstance in which the banks of 
Scotland and Ireland differ from those of England, is in their 
power to issue notes under 5/. That portion of our currency in 
England which is under 5/. consists of gold and silver coin. 
And it mav, under present circumstances, f be Worth while to 
inquire : Suppose we should have a protracted war, and be com- 
pelled to export our gold, either to subsidise foreign powers, or 
to maintain our fleets and armies abroad, what additional supply 
of gold could we obtain by means of issuing ll. notes? I do not 
think we can get any certain reply to this question; but there 
are some inquiries that may assist our reasonings on the subject. 

* We beg to recommend Grant’s “Laws of Bankers and Banking” to all 
practical bankers. 

t Sept., 1S5I, during the war with Russia. 
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Firbt, we may inquire, When the Bank of England issued small 
notes, what proportion did the notes under 5/ bear to the amount 
of the Whole circulation? That establishment issued such notes 
from the year 1797 to the year 1821. We find that the highest 
proportion was in the years 1815 and 181b. On the last day of 
February in those years the circulation stood thus — 

Notes under Notes of M and upward. Total 'Circulation. 

1815 . . . 9,035,250/. 18,220,100/. 27,201,650/. 

1810 . . . 9,001,100/. 18,012,220/. 27,013,020/. 

Here we find that the notes under 5/. were about half the 
amount of those of 5/. and upwards. This was in 1815, nearly 
forty years ago, and when the notes were issued only in London. 
Now, it will thus be seen that in 1815 and 1816, the notes under 
5/. were about half the amount of those of 5/. and upwards. 
Supposing, therefore, in round numbers, that the Bank of Eng- 
land circulation is nc^w 20,000,000/., then in the same proportion 
she might maintain a cireulafion of 10,000,000/. of small notes. 
But we must remember that during the last forty years the 
population, the trade, and the wealth of the nation has vastly 
increased. And if pecuniary transactions were conducted in the 
same way, the notes in circulation must have increased in pro- 
portion. But, in consequence of the more general use of bills of 
exchange, the extension of banking accounts, the more frequent 
exchanges between country bankers, and the operations of the 
clearing-house in London, a smaller amount of bank notes is now 
necessary. All large transactions are now settled, not by notes, 
but by bills and cheques and transfers. But these banking faci- 
lities, which diminish the demand for large notes, do not in the 
same proportion diminish the use of small notes. On the con- 
trary, fiom the great increase in the labouring population, and 
the necessarily increased extent of retail trade, the demand for 
small notes to pay wages and to settle small transactions must, 
during the last forty years, have greatly increased. Seeing, then, 
that the demand for large notes lias dimiiiislied, and the demand 
for small currency has increased, it seems reasonable to suppose 
that, were the Bank of England now to issue small notes, the 
amount in circulation would bear a higher proportion to the large 
Jiotes than was the case forty years ago. 

“ I have already stated that we have no returns of the amount 
of the country circulation previous to the year 1833. But we 
have the number of notes stamped of different denonuuations, 
and we find that in the years 1820 to 1826 the amount of notes 
stamped under 5/. varied from 37 to 50 per cent., making an 
average of 44 per cent, of the whole circulation. This makes 
the small notes nearly equal in amount to the large ones. But 
liere again it is probable that the small notes remained out longer 
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than the large ones. A greater proportion of the large notes 
were probably in the banker’s till, and a larger proportion of the 
small notes in the hands of the public. It seems probable, there- 
fore, that the amount of small notes in active circulation was 
usually higher than the amount of large notes. And if the Bank 
of England, whose issues were^ made only in London, and whose 
circulation was chiefly in London and Lancashire, maintained 
one-third of her eirculation in small notes, it seems likely that the 
country banks, whose notes were issued in almost every town and 
village in the eountry, would maintain a mueh higher proportion 
than even one-half. 

If we look to the present state of the circulation in Ireland 
and Scotland, we shall find that the small notes form the larger 
proportion, and the amount furnishes no eonfirmation of the 
aoctrine that small notes diminish in wealthy countries. Scotland 
is a wealthier country than Ireland, yet has a larger proportion of 
small notes. And the north of Ireland is wealthier than the 
south, yet the banks of Belfast have a larger proportion of small 
notes than the banks of the south. 

“From the former circulation of the Bank of England, the 
stamps issued to the country bankers, and the present circula- 
tion of Scotland and Ireland, we have then materials for forming 
an opinion as to the amount of small notes that might be main- 
tained in circulation in England ; and though we cannot fix the 
amount with that precision which the science of statistics 
requires, yet after putting the facts and reasonings together, we 
seem warranted in drawing the conclusion that the amount would 
not be less than thirty millions ; and, consequently, we have the 
power, when necessary, of releasing from their present duties 
thirty millions of sovereigns, and employing them for national 
purposes elsewhere.” 

10. Agreements, Letters, and other occasional Wri- 
tings. 

Under this head we may place occasional agreements 
made between banker and customer — letters addressed 
by banker to customer complaining of the account — or to 
other parties giving notice of unpaid bills — and letters 
addressed by customer to banker inclosing remittances or 
undertaking to perform certain engagements or accom- 
panying securities placed in the banker’s hands. To these 
may be added resolutions passed by boards of directors, or 
by public meetings of shareholders, and advertisements to 
be inserted in the newspapers. 
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The writing of these and similar documents usually 
falls to the manager ; and it behoves him to be familiar^ 
with the mode of drawing up instruments of this kind 
in a way that will not admit of cavil or misconception. 
If he has not the talent for doing so, he would do well to 
keep by him an approved form ready for use when re- 
quired. The best English grammar we have for teaching 
how to acquire a clear and correct business style is still 
Lindley Murray’s. By precision and brevity in our modes 
of expression, much disputation and litigation may be 
avoided. 

In banking letter-writing, it is always best to adopt 
a courteous style of address, even in letters of com- 
plaint or of threatening. Thus, to a person who has 
attempted to overdraw his account, it is best to presume, 
either that he is unacquainted with the rules of the 
bank, which do not admit of overdrawn accounts, or 
that he has not examined his account, or that the bank 
may have made a mistake, and you wish the customer to 
rectify it. If you threaten a party that unless he pays his 
bill you will take legal proceedings against him, it is best 
to say that unless the bill be immediately discharged, you 
will be under the necessity of placing it in the hands of the 
bank’s solicitor, or that the rules of the hank will require 
you to do so — or you may express a hope that the party 
will not place you under the unpleasant necessity of doing 
so. The first letter should always be mild; if that is 
disregarded, the next may be stronger, and the third 
stronger still. A variety of forms may be seen in our 
Practical Treatise on Banking. 

11. In closing this section upon written documents in 
reference to banking, it may not be inappropriate to refer 
to the Lectures that have been delivered on banking in 
the Collegiate and Literary Institutions of London. In 
the winter of 1855, I made ariRngements with the autho- 
rities of King’s College, for the admission of all the Officers 
of the London and Westminster Bank to the Course of 
Lectures on Banking and Commerce, then about to be 
delivered by Professor Levi. The following reference to 
the closing ceremony is taken from the Daily News of 
December 24, 1855. 
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A very interesting and novel ceremonial took place at King s 
College on Friday evening— Dr. Jelf, the Principal, in the chair-— 
being the formal closing for the session of Professor Leone Levi s 
lectures on what may propeily be called the literature of com- 
merce. It is a curious fact that, at the first establishment of the 
college, a professorship of commerce was nrovided for, and a pro- 
fessor appointed. Lectures were given ^ out as no one attended, 
they were at last abandoned, and the department remained m 
abeyance until the fame of Mr. Levi, as a commercial jurist, 
attracted public attention to the subject, when his services having 
been secured, tlie class was re-opened, and with such success that 
the learned lecturer has had an attendance of considerably 
upwards of one hundred students all throngh his course. Much 
of this success is to he attributed to the warm support given to 
the movement by Mr. Gilbart, general manager of the London 
and Westminster Bank, who not only provided prizes for the 
successful students, but paid for the admission of every gentle- 
man connected with that great establishment who chose to avail 
himself of the course. 

“Ill presenting the prizes, Mr, Levi took occasion to thank the 
heads of King’s College for the service rendered to commerce by 
the establishment of this branch of education, and to point out 
that the object was n )t to bewildtjr the students with the techni- 
calities of commercial law, but to ground them in its general 
principles, udiich, being founded on common sense and justice, 
every man of common sense could understand. With respect to 
the cases in which certiGeates only were given, he trusted that 
these certiGeates would have considerable value, and serve as 
letters of introduction to employment in the great establishments 
of the metropolis. 

“The prizes and certiGeates having been all distributed, Mr. 
Gilbart rose amid loud cheers to propose a vote of thanks to their 
Kev. Princi[)al, Dr. Jelf, for his kind attendance on that occasion. 
It was not every event of his life to which a man could look back 
with unmingled satisfaction; but he (Mr. Gilbart) could say that 
his satisfaction with everything connected with the course of 
lectures just terminated .was un mingled and entire. It was a 
pleasure to him to see so numerous an attendance, especially 
from the establishment with which he was connected ; and he was 
quite sure that the lectures which had been delivered would have 
a powerful effect on all who had had the advantage of hearing 
them. He trusted that our collegiate institutions generally 
would follow the good example set by King’s College, as litera- 
ture and commerce were in their best aspects intimately con- 
nected with each other. It was commerce tliat gave to literature 
its practical utility, and literature to commerce its intellectual 
enjoyments/' 
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The following is the Syllabus of the Lectures. 

Lecture L On the Principles and Practice of Commerce and 
Commercial Law. 

Ijccture IT. On Banking, Currency, and Exchange. 

Lecture HI. On Banking Law-interest and Discount — Sys- 
tem of Credit. 

Lecture IF. On Money — Prices — and Value — Decimalization 
of Money — Weights and Measures. 

Tjccture V. On the Law of Partnership and Companies. 

Lecture VI. On the Law of Pattnerships with Limited Liability. 

Jjecture VIL On the Law of Bills of Lading — Policies of In- 
surance — Dock Warrants — Bottomry Bonds, and other Commer- 
cial Securities. 

lecture Fill. On the Law of Bills of Exchange and Pro- 
missory Notes, 

Lecture IX. On Banking Cheques, Bank Notes, and Letters 
of Credit. 

Jjccture X. On the Law of Agency — Bill and General Brokers 
—Commission Agents — Mandate — Law of Bailment — Loans — 
Deposits — Guarantee, &c. 

Lecture XL On tlie Law of Contracts and Contract of Sale. 

Ijecture XII. On the Bankrupt and Insolvent Laws. 

Lecture XIII. On Notarial Practice and Legal Proceedings 
in Commercial Disputes— Law of Arbitration, &c. 

At the cominGiicement of the winter of 1856, 1 addressed 
the following letter to the committees of some of the Lite- 
rary and Scientific Institutions of Loudon. 

‘^Permit me to inform you, that should you, previous to the end 
of next March, engage any gentleman to deliver to tlie members 
of your Institution, a course of not fewer than four lectures on 
some portion of the history, principles, or practice of banking, 1 
shall be luip|»y to present to your society the sum of ten guineas 
to be added to tlie fee paid to the lecturer, provided you place 
at my disposal twenty free tickets for the course, which I intend 
to distribute among the clerks of the London and Westminster 
Bank or other persons engaged in banking.” — Nov. 1, 1856. 

In consequence of this letter, arrangements were made 
with Professor Levi for the delivery of Lectures, before the 
six following institutions: the Society for Evening Classes 
at Crosby Hall — the Young Men’s Christian Association — 
and the Greenwich, Southwark, Maryleboiie, and Islington 
Literary and Scientific Institutions. The following is the 
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Syllabus of four of the Lectures delivered, with some 
slight variation at all these institutions. 

Lecture I. A Glance at the History op Commerce and 
Banking. — Progress of Commerce from its first Stages to the 
doubling of the Cape of Good Hope and the Discovery of America 
— Causes of the Pise and Fall of the Commerce of Spain, Portugal, 
and Holland — Increase of Commerce in England — The Cotton 
Manufacture — Invention of the Steam Engine, and application of 
Steam Power to Manufacture, Navigation, and Railways— Hin- 
drances to Commerce — Restrictive Laws — Introduction of Free 
Trade — Advantages afforded to Commerce by Banking — Com- 
merce as a builder of Capital, and in its relation to Credit and 
Commercial Morals — Connexion of Commerce with Liberty. 

Lecture IL Banking Scientifically and Practically Con- 
sidered. — Principles of Banking — Functions of Bankers — Insti- 
tution of the “ Credit MoLilier ” in France — Relation of Bankers 
to their Customers — Responsibility of Bankers as Trustees — Com- 
parative extent of Banking in this and former Periods — Statistics 
of Banking Establishments, and of Banking Accounts — Savings’ 
Banks. 

Lecture III. Lessons from the History of Banking and 
Commercial Crisps. — Suspension of Cash Payments by the Bank 
of England in 1797 — Character of the Commercial Crisis, 1809- 
1810 — Report of the Bullion Committee — Resumption of Cash 
Payments in 1819 — Commercial Crisis in 1825-6 — Formation of 
Joint-Stock Banks — Extent of Speculation and Failure of Banks 
— Crisis of 1836-7 — The Bank Charter Act, 184:4 — Railway 
Speculation — The Famine Crisis of 1846-7 — Suspension of the 
Bank Charter Act — Lessons from the preceding Review of Bank- 
ing and Commercial Incidents. 

Lecture IF, Foreign Exchange and Course of Exchange. 
-^Modes of settling international Transactions — Balance of Trade 
and of Payment — Nature of the foreign Exchange and Course of 
Exchange — What is the par of Exchange — Gold and Silver 
Standards — Relation of the par to Imports and Exports — To Re- 
volutions and to the Currencies — Instances of the French Revolu- 
tion of 1848, and of the French Assignats under the French 
Convention — Mode of calculating the arbitration of Exchange. 


SECTION V. 

SERIES OP REASONINGS IN REFERENCE TO BANKING. 

A SERIES of reasonings consists of a number of reasons 
or arguments so combined as to result in the demonstra- 
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tion of one conclusion. These series are of different kinds, 
according to the form or classification of the arguments. 

1. — It is a series of reasonings when the arguments 
succeed one another in a regular chain, and then a con- 
clusion is drawn, which connects the first proposition with 
the last. This, in scholastic logic, is called a Sorites, The 
following is an example : — 

No one can write a good review of a book on banking 
without reading the book carefully through. 

To read a book on banking carefully through would 
take up a great deal of time. 

If a reviewer spent a great deal of time in reviewing a 
book, he would expect a high price for his review. 

No editor of a public review can afford to give a high 
price for the review of a book on banking. 

Therefore no good review of a book on banking is likely 
to appear in any of our public reviews. 

The following is another example showing the train of 
reasoning followed by those who adopt the principle of the 
Act of 1844, for the regulation of the currency : — 

A favourable state of the Exchange will cause an importation 
of gold. 

This importation of gold will cause a corresponding issue of 
bank notes. 

This issue of bank notes will cause a general advance in the 
prices of eommodities. 

This general advance of prices will check exportation and 
encourage importation. 

This decrease of exports and increase of imports will turn the 
exchanges against us. 

The exchange being turned against us, will cause a demand for 
the exportation of gold. 

This demand for the exportation of gold will cause the notes 
to be taken to the Bank of England, and payment demanded in 
gold. 

The notes in circulation will thus be diminished, and the cur- 
rency will again be placed in a sound state. 

The sorites, it will be seen, embraces a number of arguments 
connected together. It is therefore called a chain of reasoning. 
It resembles a chain in this, that if one link be broken, the whole 
argument is destroyed. In the example we have just given, the 
third link is denied by Mr. Tooke, who contends that an increase 
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)u the amount of tlie circulation has no effect on the prices of 
commodities. Were this doctiine demonslrateii, the chain would 
be broken, and the whole reason annihilated. — JjOgic for the Million, 

2. It is a series of reasonings when a proposition which is 
proved by one argument is then advanced as an argument 
to prove a second proposition — or, to use the language of 
scholastic logicians, when two or more syllogisms are so 
connected together that the conclusion of the former is the 
major or tlie minor of the following.” For example : — 

All persons entrusted with the property of other people 
should be punished if guilty of a breach of trust. 

A banker is entrusted with the property of other people. 

Therefore, a banker should be punished if guilty of a 
breach of trust. 

A banker should be punished if guilty of a breach of 
trust. 

This banker has been guilty of a breach of trust. 

Therefore, this banker should be punished. 

3. It is a series of reasonings when the two propositions 
of a syllogism arc separably proved before the conclusion 
is drawn. 

For example, here arc two pro])Ositions : — 

An Act of Parliament that lias been wisely suspended 
cannot be adapted to all times. 

The Act of 1844 has been wisely suspended. 

From these two propositions, before we draw the con- 
clusion, we must prove that both of them are true. 

First. An Act of Parliament that has been wisely sus- 
pended cannot be adapted to all times — hecause 

When an Act is suspended wisely, it must be either to 
remove an evil which the Act has produced, or to prevent 
an evil which the Act may produce. But an Act adapted 
for all times cannot have produced an evil at the present 
time, nor produce it at any future time. It can never, 
therefore, be wisely suspended. 

Secondly. The Act of 1844 has been wisely suspended. 
It was wisely suspended in the year 1847. This is proved 
by — 1. The great distress and number of failures from the 
difficulty of getting accommodation. — 2. The failure of 
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banks in the North of England, and the apprehension of 
runs upon the London bankers.. — 3. The taking up of 
bank notes by bankers and others, from the fear of further 
failures. — 4. The small amount of notes in the banking 
department of the Bank of England; an amount not 
equal to pay even the balances of the London bankers 
alone. — 5. It is proved to have been wisely suspended by 
the effects that immediately followed : the panic ceased — 
hoards of notes were brought out — and accommodation 
was readily obtained. The Act was also suspended wisely 
in the year 1857. It was suspended November 12th, 1857 ; 
from the published returns of November 11th, 1857, it is 
evident that if the Act had not been suspended, the Bank 
of England must have been suspended. Hence it appears 
that the Act of 1844 has been wisely suspended. 

Conclusion — Therefore the Act of 1844 is not adapted 
to all times. 

4. It is also a series of reasonings when a number of 
reasons, each independent of the others, are advanced to 
prove the same proposition. 

As an illustration, we may copy our summary of the 
reasons against the establishment of one bank of issue, 
published in the year 1840. 

“ A Committee of the House of Commons has just been ap- 
pointed ‘ to inquire into tlie effects produced on the circulation of 
the country by the various banking estahlisliments issuing notes 
payable on demand.’ We conjecture that the attention of the 
Committee will be mainly directed to the inquiry, whether there 
.ought to be only one bank of issue throughout the country. In 
this case, it will be necessary that the Committee should first 
ascertain the soundness gf the principle, that the currency ought 
to be regulated by the foreign exchanges. Should the Committee 
approve of this theory, they may then inquire, whether the circu- 
lation can be administered on this principle better by one bank 
than by numerous banks. If the Committee decide in favour of 
one bank, then they must consider whether the power of issuing 
notes shall he taken away by legislative enactment from the exist- 
ing issuers and given to one, and if so, whether that one bank 
shall be the Bank of England. Should such be the course of the 
proceedings, we conjecture that the Committee will get no far- 
ther than the first stage of the inquiry ; for if the main principle 
be not fully establijhed, the investigation must be turned into ^ 
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different direotion. If, however, the inquiry should proceed, we 
think the joint-storjk banks of issue will Lave no difficulty in 
showing — that their issues of notes are based upon a large paid-up 
capital, larger in proportion tiian that of the Bank of England — 
that numerous issuers are a check upon each other by the system 
of exchanges which cannot apply to a single issuer — that were 
there a single issuer, there would be no greater security against 
undue fluctuations in the amount of the currency than in the case 
of numerous issuers — that a currency conducted on the principle 
of being regulated by the foreign exchanges is wholly unsuitable 
to our agricultural, manufacturing, and mining operations — that 
a currency administered by one bank of issue could not be distri- 
buted as at present in a manner adapted to the local circumstances 
and districts of the country — that the assistancof now given to 
trade and industry by country bankers would be much curtailed 
or attended with heavier charges to the parties, operating as a tax 
upon the middle classes of the community — and that in some dis- 
tricts banks, or branches of banks, would be discontinued from 
inability to pay their expenses in case they had no longer the 
profit upon the issue of notes, and those districts would thus be 
deprived of all banking accommodation. It may also be main- 
tained that a sole bank of issue would soon become more powerful 
than the Government, and might be abused to the worst purposes, 
. of either tyranny or faction.’’ 

Another illustration — The salary of this manager ought 
to be advanced. Why 1 — 

He has been the manager of the bank from its com- 
mencement. — He then resigned a post in a very respectable 
bank, in which he might by this time have attained to a 
distinguished post. — At the commencement of this bank, 
its prospects were gloomy ; and had it not been successful, 
he would have lost his post, and could npt have returned 
to the post he had relinquished. — He has now held his 
office for a long time, and has therefore a claim from length 
of service. — The bank has been eminently successful during 
the time he has held the office of manager. — His salary 
hitherto has been less than that given to their managers 
by other banks of equal or even inferior standing. — He 
has been very steady and attentive in the discharge of his 
official duties.— He has on various special occasions shown 
great judgment and sagacity in conducting the affairs of 
the bank, — He has, by his talents and influence, promoted 
the interest of the bank in various ways not necessarily 
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connected with his office as manager. — He is much re- 
spected by the customers, the shareholders, and the public. 
— He was promised, when he accepted the office of manager, 
that his salary should increase as the bank might prosper. 
— The bank is now in a state of high prosperity, and, there- 
fore, the salary of the manager ought to be proportionately 
advanced. 

It will be observed that, in the above series of reasons, 
the refutation of any one argument would in no degree 
impair the force of the others. 

We will not attempt to describe all the various forms in 
which a series of reasons may be arranged.* In analyzing 
a piece of reasoning, we have carefully to observe the pro- 
positions to be proved, and the arguments advanced to 
prove them. We must, however, have a care of supposing 
that all argumentation assumes the form of controversy ; 
sometimes it appears to be only description, narration, or 
exposition. The following illustrations, taken from our 
own writings, will furnish the reader with the means of 
exercising his skill in the analysis of series of reasonings. 

1. — The Causes of Panics. 

Here, then, gentle reader, you have the cause of the pressure 
on the money market during the year 1839. It was occasioned 
by the Bank directors pul ting out too many notes, thus making 
money too abundant and too cheap, and causing large investments 
in foreign securities. But you will ask, ‘ How came the direc- 
tors to do this ? Did they not know what would be the conse- 
quences of their conduct? What have they to say in their 
defence?’ Why, they will say that in 1837 and 1838 the 
foreign exchanges were favourable, and brought them a large 
amount of gold, and having so much gold in hand, they issued 
more notes ; but that in 1839 tlie foreign exchanges were un- 
favourable, and took away their gold, and hence they withdrew 
their notes. And they will tell you that this is the rule tliey go 
by — always to put out notes when the exchanges are favourable, 
and to pull them in when the exchansres are unfavourable ; and 
this they call regulating the currency by the foreign exchanges. 

We may observe that this doctrine of regulating the currency 
by the foreign exchanges is abogether of modern date. It was 
first announced as a rule of the Bank by Mr. Horsley Palmer, 

* In this class we might place the dilemma ; hut this’ form of reasoning has 
been already explained in this work. See pp. 97, 840. 
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ill Ills evidence before the parliamentary committee in the year 
1832. It was new and simple, and obtained ready currency with 
the political economists. But Mr. Palmeb’s own faith in the 
doctrine appeared to waver considerably in the year 1S37. He 
acknowh'dged that it failed in 1836; that it was not adapted for 
ejitraordinary seasons ; and that if Parliament would vote it to 
be erroneous, the Bank directors would readily abandon it. ‘ If/ 
he. states, ^ there exist any well-founded reasons for supposing 
that yie priricijde explained in the evidence of 1832, and acted 
upon by the Bank, is not sound — or that the proportion of one- 
third or bullion, with reference to the liabilities of the ]bink, at 
the period of a full currency be not sufficient, it merely remains 
for Parliament to express an opinion upon either of these points, 
and there can be no question but that the Bank would imme- 
diately regulate its course accordingly.’ Colonel Torrens 
affirms this doctrine very decidedly in his letter to Lord Mel- 
bourne, published in '1837. He states, ‘It is universally 
admitted by persons acquainted with monetary science, that 
paper money sm)uld be so regulated as to keep tlie medium of 
exchange of which it may form a part, in the same state, with 
regard to amount and to value, in which the medium of exchange 
would exist were the circulating portion of it purely ’metallic. 
Now it is self-evident that if the circulating currency were purely 
metallic, an adverse exchange, causing an exportation of the 
metals to any given amount, would occasion a contraction of the 
circulating currency to the same amount, and that a favourable ex- 
change, causing an importation of the metals to any given 
amount, would cause an expansion of the circulating currency to 
the same amount.^ Mr. Loyd also assumes the doctrine to be 
true, and hence he proves most unmercifully that the Bank 
directors have not adhered to their own principles. Speaking of 
triie Bank, he sa.vs~‘ As a manager of tlie currency, it is un- 
doubtedly a sound rule by wliich to guide itself, that against the 
amount of notes out, it shall hold at its disposal securities and 
specie ; that the amount of securities shall be invariable, and that 
consequently all fluctuations in the amount of notes out shall he 
met by a corresponding fluctuation in the amount of specie in 
deposit. Thus the public, and not the Bank, will be made the 
regulators of the amount of the circulation, and that amount will 
by this principle be made to fluctuate precisely as it would have 
fluctuated had the currency been purely metallic.’ ‘ The rule 
ought to be that the variations in the amount of the circulation 
shall correspofid to the variations in the amount of bullion^ and the 
adherence of the Bank to this rule ought to be obvious upon the 
face ot the published accounts.’ Mr. Norman, the Bank 
director, contends that the foreign exchanges are the only safe 
guide for regulating the currency ; and though he blames th 
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joint-stock banks for not observing this rule, yet be does not 
admit tiiat it is binding upon the Bank of England to the extent 
to which it is insisted upon by Colonel TbRRENS and Mr. Loyd. 
He appears to coincide with Mr. Horsley Palmer, whom, how- 
ever, he defends rather in the language of apology than support. 
We must not, therefore, suppose that all tlie writers who contend 
that the currency ought to be governed by the foreign exchanges, 
entertain precisely the same opinions as to the rules by which 
this principle ought to be applied, or the means by which it 
should be brought into operation. They all, however, agree in 
this — that when the foreign exchanges are favourable, the circu- 
lation of notes ought on tliat account to be increased ; and when 
the exchanges are unfavourable, the circulation ought, on that 
account, to be diminished. We question the soundness of both 
these propositions.” 

‘‘But we are told that were the circulation wholly metallic, it 
would vary in tliis way so as to cause a perpetual fluctuation in 
prices, and that hence a paper ciiculation ouglit to be made to 
vary so as to correspond. We dispute both the reasoning and 
the fact. Admitting the fact, that a metallic currency would 
produce this eternal fluctuation in prices, we contend that this 
would be no reason for making a paper currency to fluctuate in 
the same w^ay. A paper currency is employed to obviate some of 
the inconveniences of a metallic currency, and why not obviate 
this inconvenience ? Will it be denied, that a perpetual fluctua- 
tion in the prices of all commodities is an inconvenience? And 
if a paper currency can be so managed as to obviate this incon- 
venience. ought it not to be done ? But wc dispute also the fact. 
We do not admit that a curreiic}^, purely metallic, would fluctuate 
in the mode described. If a large quantity of gold and silver 
bullion were imported, it would not form part of the currency until 
it were converted into coin; while in the state of bullion it would 
have no more effect upon prices than thouirh it had existed in the 
form of gold watches and silver spoons To convert it into coin 
would occupy time — and afterwards it must be diffused through 
the country before it would cause a general advance of prices ; 
and before this was effected an unfavourable turn of the ex- 
changes might cause it to be again exported. But under our 
present system, the gold and silver imported are taken to the 
Bank of England and instantly turned into Bank notes. This 
has the same effect as if the bullion could be immediately coined 
into sovereigns and shillings, and possessed also the rapidity of 
diffusion that is peculiar to paper money. It is clear, therefore, 
that to regulate our paper money by the foreign exchanges, is 
not to make the currency fluctuate in the same way as it would 
fluctuate in case it was wholly metallic.” 
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2. — The Act of 1844. 

“The theory on which this Act was founded had, for several 
years previously, been brought before the public in pamphlets 
written by men of distinguislied talent. Upon some of these 
pamphlets we wrote a critique, wdiicli appeared in the ‘West- 
minster lleview’ of 1841. That article was afterwards published 
separately, under the title of ‘ Currency and Banking : a Review 
of some of the Principles and Plans that have recently engaged 
public attention, wdtli reference to the administration of the 
Currency.’ in this review uc made the following observations 
on the plan then proposed, and subsequently earned out in the 
Act of 1844 

“ ‘ The plan of malang the amount of the circulation fluctuate in 
exact correqjonde?ice with the amount of gold in the Bank of 
England, 

“‘This plan is open to the following objections : — 

“‘1. Upon this plan there must be a perpetual increase and 
diminution in the stock of gold ; consequently a perpetual increase 
and diminution in the amount of the currency. The increase in the 
amount of the currency would raise prices and stimulate specula- 
tion. The diminution in the amount of the currency would 
reduce prices and produce distress. And thus there must be a 
constant alleraiioii from high prices to low prices, and again 
from low prices to high prices — from speculation to distress, and 
from distress to speculat ion. 

“ ‘2. But depression of prices, and their attendant miseries, may 
not be experienced only when the foreign exchanges arc unfavour- 
able. Excessive caution, an apprehension of war, or political 
feeling, may cause a domestic demand for gold, and this would 
cause for a while a contraction of the currency as severe as that 
which would arise from an unfavourable exchange ; and, as the 
bank directors would have no discretionary power, but would be 
required “ to adhere to principle,” by giving gold for notes, or 
notes for gold, they could do nothing to assuage these calamities. 
According to Mr. Loyd, a drain, from whatever cause it may 
arise, must be met by a contraction of the currency. Mr. Palmer, 
in laving down his rule, put in a saving clause— “ except under 
special circumstances,” but Mr. Loyd^ makes no exceptions. 

“‘3. To carry this system into operation would require a 
separation of the issuing department from the other departments 
of the business of the bank, and this would cause still farther in- 

* I wish I could have made this quotation without introducing the names. It 
would greatly assist our inquiries after truth, and lead to the formation of an 
independent judgment, if we could engage in discussions of this kind without 
any reference to those talented men who may have distinguished themselves as 
either the advocates or the opponents of the doctrines we investigate. 
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conveniences. The management of the issuing department would 
be exceedingly simple. Tlie office of the directors would be a 
complete sinecure, and, for anything they. would have to do, their 
places might be as well supfdied by four-and-twenty broomsticks. 
A few casliiers to exchange gold for notes, or notes for gold, 
would be all the establishment required ; and, could Mr. Babbage 
be induced to construct a “ self-acting ” machine to perform these 
operations, the whole business of the currency department might 
be carried on without human agency. But the deposit department 
would require more attention. ‘Mt is in the nature of banking 
business.” says Mr. Loyd, “ that the amount of its de[)osits shoula 
vary with a variety of circumstances ; and, as the amount of 
deposits varies, the amount of that in which those deposits are 
invested (viz. the securities) must vary also. It is, therefore 
quite absurd to talk of tlie bunk, in its chaiacter of a banking 
concern, keeping the amount of its securities invariable.” As, 
therefore, the deposits might vary, the bank would be a buyer or 
a seller of Government securities; and, as these variations are 
sometimes to a very large amount, the fluctuations in the price of 
the public funds, and of exchequer bills, would be very consi- 
derable. Thus the property of those who held these securities 
would be always changing in value. Again, the deposits would 
be withdrawn chiefly in seasons of pressure, and the bank would 
then be compelled to sell her securities. But suppose the scarcity 
of money sliould be so great that the securities would be unsale- 
able even at a reduced price, how then could the bank pay off 
her de])05its ? 

“ ‘4. If the currency were administered upon this principle, the 
bank would be unable to grant assistance to the commercial and 
manufactuiing classes in seasons of calamity. 

“‘Mr. Loyd exclaims, “Let not the boi rowers of money, Go- 
vernment and commerce, approach, with their dangerous and 
seductive influences, the creator of money.” But, with all 
deference to Mr. Loyd, we contend that it is the province of a 
bank to afford assistance to trade and commerce in seasons of 
pressure. Mr. Loyd, as a practical banker, would no doubt 
afford assistance to his own customers in such seasons ; and, if 
this be the province and duty of a private banker, the duty is 
more imperative on a public banking company, and more impe- 
rative still on a bank invested by the Legislature with peculiar 
privileges for the public good. Mr. Jjoyd says, “ Let the bank 
afford this assistance out of her own funds.” But, under Mr. 
Loyd's system, she could grant assistance only by selling secu- 
rities ; and what relief would she afford by selling securities 
with one hand, and lending out the money with the other P 
Besides, is it certain that, under such a pressure as Mr. Ldyd’s 
system must occasionally produce, these securities would be 
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saleable at even any price? says Mr. Loyd, ^^individuals 

may alford this assistance.” In seasons of pressure few individuals 
have more ample funds than what arc necessary for the supply 
of their own wants. . . . When the distress is caused by a con- 
traction of tiie currency, it can only be removed by an increased 
issue of notes. And there are many cases, such for instance as 
that of the Northern and Central Bank, in which assistance can 
only be effectually rendered in this manner. 

“ ‘We consider that any system of administering the currency, 
which prohibits the banking institutions o£ the ^ country from 
granting relief to the commercial and manufacturing classes, must 
be unsound. We should condemn such a system at once, even if 
we could not detect the fallacies on which it was founded. In 
political economy we can judge of principles only by their prac- 
tical effects — and any system which produces these effects must 
be unsound. When seasons of calamity occur, it is not for the 
national bank to exclaim, Sauve qiii pent. They ought to co- 
operate with the Government in attempting to relieve the distress, 
and to preserve the tranquillity of the country.’ 

“These remarks, written in the year 1841, might, if put into 
the past tense, almost serve for a history of the year 1847. The 
Act of 1844 was formed upon the principle which is here con- 
demned ; and the effects described have actually occurred. There 
have been great fluctuations in the amount of the circulation, in 
the rate of interest, and in the prices of the public securities. 
There have been great speculations, followed by great distress. 
The Government funds have in large amounts been unsaleable ; 
and the bank has been unable to afford relief to the commercial 
classes. A severe pressure has taken place ; and, in consequence 
of this severe pressure, the Act was suspended. It has been 
denied that this pressure was produced or increased by the Act. 
But, how stand the facts ? The Act was passed, and, as pre- 
dicted, a pressure came : the Act was continued, and the pressure 
increased : tlic Act was suspended, and the pressure went away. 
These are not opinions — they are facts.” 

3. — The Laws op the Currency.* 

“ An acquaintance with the laws of the currency will enable us 
to refute some of the theories that have been advanced respect- 
ing the currency — to repel the accusations that have been brought 
against the country banks — and to judge of the plans proposed 
for its regulation. 

“ First, an acquaintance with the laws of the currency will 
teach us to expect the monthly fluctuations as naturally as we 
expect the recurrence of the seasons ; and we shall estimate at 
their due value those theories which would prove that the-country 
* See the article on the Laws of the Currency at page 168, 
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is on the road to ruin or to prosperity because the amount of the 
circulation is higher or lower than in the preceding month. Nor 
shall we ever expect that two currencies, governed by different 
laws, will correspond in their fluctuations. It would be absurd, 
for instance, to expect tiiat the country circulation should corre- 
spond with those quarterly variations in the circulation of the 
Bank of England occasioned by the payment of the public divi- 
dends. And again, with regard to the annual variations. The 
amount of the country circulation is governed very much by the 
price of corn — that of the Bank of England by the amount of her 
bullion. How absurd to expect that these should at all times 
correspond ! Nor shall we suppose that this want of conformity 
occurs, merely from having different banks. Even had we but 
one bank of issue for the whole nation, a constant conformity 
between the London and provincial circulation could never be 
maintained. An importation of gold would expand the London 
circulation, and an exportation of gold would contract the London 
circulation. But the country circulation could never expand and 
contract in immediate conformity, and in certain seasons of the 
year would show a prbgress in an opposite direction. 

^‘Secondly, an acquaintance with the laws of the currency 
will enable ns to repel the accusations which are sometimes 
advanced against the country bankers. 

“ One of these cliarges is, that, from a spirit of competition, the 
country bankers issue their notes to excess.” 

Every practical banker knows that he cannot extend his cir- 
culation beyond what the wants of his district require; and 
though his notes may cost him nothing at the time he issues 
them, he will have to provide funds to meet them on their return. 
The laws of the currency will insure the speedy return of all 
country notes not required by the wants of the community ; and 
then the banker’s advances, even if at first made in notes, become 
an advance of capital. We have found by those banks of issue 
that have failed through making imprudent loans to traders, that 
the amount of their circulation bore so small a proportion to the 
amount of their advances, as to show that the desire of main- 
taining a circulation could have been no adequate inducement for 
the advances. The main profits in such cases are usually derived 
from the rate of interest and the high commissions which are 
charged, — and hence these large advances are generally made by 
non-issuing banks.” 

Another charge against the country bankers is, that, by their 
excessive issues, they have raised the prices of commodities.” 

We admit that the immediate regulator of price is the pro- 
portion between supply and demand ; and we think, that when- 
ever notes are issued otherwise than to meet the demands of 

X 
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trade, they have a tendency to increase demand. A facility of 
obtaining money induces people to go into new undertakings, 
and hence there is a new aemand for certain commodities. On 
the other hand, when money is scarce the sellers become more 
numerous than the buyers— supply is increased relative to 
demand — and hence prices fall. While, however, we consider it 
to be a law of our currency that notes not issued for the purposes 
of trade have a tendency to raise prices, we are ready to admit 
that such tendency may be directed, retarded, or even counter- 
acted, for a time, by the prudence of commercial men. Our 
author has selected several periods in which an increase in the 
amount of the currency did not produce a general increase of 
prices. But all his instances are taken from within a short 
period. Now, in 1836, our merchants suffered so severely from 
a contraction of the currency, that they were afterwards very 
cautious against the ensnaring effects of a full currency. The 
abundance of money in 1838 did not lead to commercial specu- 
lation, but it led to investments in American securities. It is> 
evident that abundance of money will not cause an advance in the 
price of any commodity, unless it is employed to purchase that 
particular commodity ; and it will affect the prices of different 
commodities according to the quantity of money that is brought 
to bear on each individual market.*’ 

“ But a main charge against the country bankers has been that 
their issues affect the foreign exchanges ; and to such an extent,, 
that they have counteracted the effects of the Bank of Englapd 
to arrest a drain for bullion. To do this, the country issues must 
either raise the prices of commodities or lower the rate of 
interest. But it is evident that notes issued only to meet the 
demands of trade, and wdiich are returned when no longer required,, 
can produce neither of these effects. The country banker cannot 
buy gold or Exchequer bills, or Government stock, with his 
own notes; nor can they be employed to pay foreigners for 
goods that are imported. And as to the rate of interest, the 
country bankers, unlike the London bankers, allow interest upon 
deposits, which tends to keep up the rate of interest. In 
country districts it is the trade which regulates the currency, 
not the currency whicli regulates the trade. In London, that 
portion of the currency which is not issued in supplying the 
wants of trade, but in the purchase of bullion, has a tendency, 
by lowering ihe rate of interest, and furnishing inducements to 
^poulation,, to lead to larger importations of foreign goods, and* 
investmei^ts in foreign securities, and hence to turn the exchanges. 
It is in consequence of not observing the distinct laws by which 
t^sp two kinds of currency are governed, that much confusion 
has arisen, and much undeserved censure has been cast upon to 
country bankers/* 
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“ Thus we find that; the laws of the currency refute the theory 
that the country circulation can be increased and diminished by 
the mere caprice of the country bankers — that it exercises an 
infiuence upon the prices of commodities, and regulates the foreign 
exchanges. They repel the accusation that the country bankers, 
by- their spirit of competition, have issued an excessive amount of 
their notes, and counteracted the efforts of the Eank of England 
to regulate the exclianges. Tiicy show, that as far as regards 
the country circulation of England and Wales, of Scotland and 
of Ireland, no. regulation is required ; — tliat the circulation must 
fluctuate according to the demands of trade and agriculture ; 
and that any law to increase or diminish these fluctuations, so as 
to make them conform to any other standard, would necessarily 
be injurious. 

“ The regular fluctuation in the same periods of each succeed- 
ing year is a sufficient proof that these fluctuations are regulated 
by the seasons, and not by the influence of the bankers. Neither 
caprice, nor avarice, nor ignorance, could produce such uniform 
effects ; while the difference in the imnml averages of the circula- 
tion is accounted for from circumstances wholly beyond the con- 
trol of the banks. The proportion which is maintained from year 
to year between tlie circulation of the private and the joint-stock 
banks, shows that the reckless spirit of competition charged upon 
both has no foundation with reference to either ; while the gradual 
decline of the issues of both from year to year is a proof that 
neither have the power to extend their issues beyond the limits 
fixed by those laws which regulate the circulation of the country.’* 

Thirdly, another advantage arising from an acquaintance with 
the laws of the currency is, that we are able to form a better 
judgment of those plans that are proposed for the regulation of 
the currency.” 

‘‘ It would be well if those writers who come forward with 
their plans for regulating the currency, would first inquire whether 
the currency required any regulation — whetdier the evils which 
strike them so forcibly, instead of showing the need of regulation, 
do- not prove the existence already of too much regulation — and 
whether the theories they advocate are not at variance with those 
laws by which the currency, when uncontrolled by legislative 
interference, is always found to be governed. 

These lawe incontestably demonsirate, that even if regulation 
be necessary, no one system* can be adapted to all the various 
currencies* which exist in the United Kingdom. We have showa 
that the circulation of the Batok of England has four revolutions 
in a year, being at its highest pednt in those' months in which the 
public dividends are paid. The country circulation revolves once- 
in a year, being at its^ highest point in? and its lowest in 
X 2 



m 


THE LOGIC OF BANKING. 


August. The circulation of Scotland revolves once in a year, 
being at its lowest point in March, and its highest in November. 
The circulation of Ireland revolves also once in a year, being at 
its lowest point in September, and its highest in January. These 
changes are not capricious or accidental, but are determined by 
the recurrence of the seasons and the state of trade in their re- 
spective districts. How, then, is it possible to apply one uniform 
rule to these various currencies ? The idea of doing so was ridi- 
culed by Sir Walter Scott in the ‘Letters of Malachi Mala- 
growther.’ He compares it to the conduct of an old gentleman, 
who, having derived benefit from the use of Anderson’s pills^ 
always insisted, after dinner, that every one of his guests should 
t ake a ‘ leetle Anderson.^ ” 

4. — Limited Liability. 

The opinions of J. W. Gilbart^ F.R.S., General Manager of the 
London and Westminster Bank, respecting Partnerships in com- 
mandite with reference to Joint-Stock Banks, communicated to 
the Commissioners in the year 1854. 

“Without attempting to answer all the questions of the Com- 
missioners, I am ready to state my opinion generally upon the 
question of limiting the liability of shareholders in joint-stock 
banks. 

“1. I do not think it desirable to limit the liability of the share- 
holders in joint-stock banks, unless such limitation were accom- 
panied by other measures that should afford equal security to the 
public. 

“ 2. I do not think that at present the joint-stock banks are 
worse managed than they would be with limited liability. Nor 
do I think that the bad management of some joint-stock banks 
has in any degree arisen from the unlimited liability of the share- 
holders. 

“3. I do think that in some cases, when there was good reason 
to believe that the banks had lost a part or the whole of their 
capital, they still retained the confidence of the public, and of 
the London bill-brokers, from a knowledge of the fact that all the 
shareholders were answerable to the whole extent of their pro- 
perty for the debts of the bank. 

“ 4. I believe that when joint-stock banks have stopped pay- 
ment, the stoppage has caused less excitement and inconvenience 
in consequence of the unlimited liability of the shareholders. 
And I believe only three instances have occurred of joint-stock 
banks not paying all their creditors in full ; and, in these cases, 
the creditors, eitW individually or collectively, accepted a com- 
position. 

. ‘‘5. 1 believe that three instances have occurred of joint-stock 
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banks stopping payment, and afterwards going on again through 
the assistance ootained from their proprietors. And I think it 
may be questioned whether the shareholders would have made 
these exertions were it not for their unlimited liability. 

“ 6. 1 believe it is undoubtedly true that many wealthy men 
abstain from becoming shareholders in joint-stock banks in 
consequence of the unlimited liability; and that, though friendly 
to the principles of joint-stock banking, they take shares only in 
those banks which have charters limiting the liability. 

“ 7. I think it desirable that wealthy men should be encouraged 
to become shareholders in joint-stock banks ; because, by their 
influence, they bring business to the bank ; because the bank has 
then a greater number of persons from whom to choose suitable 
directors; and because when such shareholders address the 
directors, either privately or at public meetings, in the language 
of caution or advice, their social position gives greater weight to 
their admonitions. 

“8. I think, therefore, it is desirable that the public should have 
permission to form joint-stock banks with limited liability; 
provided they complied with certain conditions, to be fixed by tne 
Legislature ; and provided means were adopted to ascertain that 
those conditions were permanently observed. 

‘‘9. I believe, that, in forming joint-stock banks with limited 
liability, it is desirable that they should be formed by Act of 
Parliament, without any reference to the Treasury. 

^‘Negotiations with the Government, in reference to Bank char- 
ters, are found to be tedious^ and expensive. It would be better 
that the Legislature should state explicitly the conditions required. 
Those banks that choose to comply with these conditions, should 
be permitted to have limited liability : those that did not comply 
witli these conditions, should not have the privilege. 

“ 10. I believe there would be some diflficulty in fixing upon 
these conditions ; — For if the conditions were too stringent, no 
bank would comply with them ; and, if not stringent, they might 
not furnish adequate security to the public. 

" 11. I believe, however, that certain general principles might 
be adopted, similar to those now embodied in the charters 
granted to the various colonial • banks. These are — a fixed 
amount of paid-up capital ; an extent of liability, on the part of 
the shareholders, to three or four times the amount of the 
capital ; a restriction on the bank against incurring debts to the 
public, either by deposits, notes, or any other means, beyond a 
certain multiple of the paid-up capital ; and a prohibition against 
engaging in other branches of business, or making certain classes 
of mvest^ments. 

^‘12. In most deeds of settlement, the bank directors are pro* 
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hibited to make investments in foreign securities, or to engage f» 
any business but banking. In cases of limited liability, I think 
that these restrictions might be extended, so as to prohibit the 
making of advances upon dead securities, — ‘as land, houses, col- 
lieries, 4^c.; the re-discounting bills of exchange; the granting 
of loans above a certain projmrtion of the capital to anyone 
individual, or to any one firm. 

“ 13. In limiting the liability of the shareholders, I do not think 
it wopld be desirable to make any difference between banks that 
issue notes and those that do not. Most of the joint-stock 
banks that have stopped payment did not issue notes ; and those 
that did issue notes, made provision to pay off the notes imme- 
diately, in order to avoid the suits that solicitors and others who 
held these notes might bring against them. And I think, too,, 
that to make a distinction between banks that issue notes and 
those that do not, would give a sanction to those absurd notions 
which are prevalent among certain political economists, as to the 
dangerous character of banks of issue. 

14. “I think that the existing banks of issue, containing not 
more than six partners, ought to be allowed to increase the 
number of their partners, either with or without limited liability; 
and ought not on that account to be deprived of their privilege taf 
issue. I think, too, that if two issuing joint-stock banks in 
England should unite, then the united bank should be allowed 
to issue to the amount of the issues of both the united banks, m 
is the case in Scotland and Ireland. And I think this arrange- 
ment should in no way be effected by the limi^tibn of the 
liability of the shareholders. • - , 

“ 15. I think that if any existing joint-stock banks should 
comply with the prescribed conditions, and become a bank with 
limited liability, but should sifterwards find these conditions to he 
injurious, this bank should, on giving six months" notice, be 
allowed to return to its former state, and again become a ba^k 
with unlimited liability. 

16. With regard to eommandite partnerships generally, the 
Commissioners will get bettcr^opinions than mine. As to their 
dealings with bankers, I see no objection to them, provided they 
are honestly conducted. But I think means should be taken to 
guard against fraud or misrepresentation. 

‘‘ If the agent of such a company brings to bis banker bills to 
be discounted, and tells him that certain parties are partners, who 
are not partners ; or that a certain capital is paid up, which is not 
pmd up : then that agent ought to be punished ; and that, too, 
without any trouble or expense to the party jvhom he has 
attempted to defraud. It is not enough that the banker may 
get correct iAformation, by going to some public office or hunting 
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through the Gazettes. I think it ought to be incumbent on such 
companies to give ample information to every person with whom 
they deal; and that a neglect to do so should be punished cri- 
minally. 

*^17. I think, in introducing this new system of partnerships in 
commandite, an officer might be appointed whose duty it should 
be to prosecute all frauds committed by the partners or agents of 
such companies. This officer, too, in case of failure, should 
take immediate possession of all the property of the company ; and 
not permit the estate to be frittered away, as is often the case at 
present, while the creditors are considering what steps to adopt. 
If this experiment of appointing a public prosecutor should be 
found to succeed with regard to commandite partnerships, the 
plan might be extended to other partnerships ; and hence might 
arise a great improvement in our commercial law.” 

6. — The Prices of Commodities. 

“ Another charge that has often been preferred against banks 
of circulation is, that by an increased issue of their notes they 
have caused a general rise in prices. 

^^In investigating this pharge, it will be proper to inquire 
what are the cases in which an increased issue of notes may pro- 
duce a rise in prices. 

“It cannot be denied that if any bank have the privilege of 
issuing notes, not convertible into gold — that is, not payable in 
gold on demand— the notes may be issued to such an amount as 
to cause a considerable advance in prices. It is now generally 
believed that the issues of the Bank of England during the 
■operation of the Restriction Act, did produce this effect. It may 
also be admitted that in a country where there is one chief bank 
possessing an immense capital and unbounded confidence, the 
notes of such a bank, even if payable in gold, may be issued to 
such an extent as to cause an advance of prices, until an un- 
favourable course of the exchange shall cause payrnent of the notes 
to be demanded in gold. Eor gold will not be demanded until 
the course of the exchange is so unfavourable as to cause the ex- 
portation of gold to be attended with profit. Hence the issues 
of the Bank of England being at present under no other restraint 
than liability to pay in gold on demand, may for a time cause an 
advance in prices. 

“In cases where the increased issue of notes is caused by the 
increased quaniity of commodities brought to market, the ad- 
ditional amount of notes put into circulation does not cause any 
advance of prices. In all agricultural districts there is a great 
demand for notes, about the season of harvest, to pay for the 
produce then brought to market. In the south of Ireland tlie 
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amount of notes in circulation is much greater in the winter, 
when corn and bacon are being exported, than in the summer 
months. Almost every trade and every kind of manufacture is 
carried on with more activity at some periods of the year than at 
others ; and during the active seasons when money is in demand, 
more notes are in circulation. These notes are at such periods 
drawn out of the banks, either as repayments of money lodged, 
or by discount of the bills drawn against the exported commo- 
dities. 

^‘An increased issue of notes often causes the production of an 
additional quantity of commodities, and in this case does not pro- 
duce an advance of prices. The issue of notes will be either in 
the form of discounts, or loans, or the repayment of deposits. 
In either case the parties receiving the money will spend it, and 
a demand will thus be occasioned for a certain class of commo- 
dities. If this demand should not exceed the quantity that can 
be readily supplied, there will be no advance of price. The 
parties who receive the money from the banker may give it 
to the dealer in exchange for the articles they purchase. The 
dealer wishes to replace the goods he has sola, and passes the 
money for more goods to the manufacturer. The manufacturer 
consequently buys more raw material and employs more la- 
bourers. An increased quantity of goods is thus produced, and 
exchanged against the increased quantity of money. But while 
the supply can keep pace with the demand, the price will remain 
the same ; it is only when the demand exceeds the supply, and 
the commodities are consequently comparatively scarce, that the 
price will advance. 

In many cases, an increased issue of notes is not the muse 
but the effect of an advance of prices. If a Yorkshire clothier 
sells a thousand bounds ’ worth of goods to a London merchant, 
he will draw a bill for a thousand pounds, and take it for discount 
to a country banker, whose notes for a thousand pounds may 
^hus be put into circulation ; but if, in consequence of a scarcity 
of wool, or from any other cause, the goods that were sold for a 
thousand pounds are now worth two thousand pounds, then will 
jhe banker discount a bill for two thousand pounds, and put 
Into circulation two thousand pounds of his notes. In this 
pase it is obvious that the issue of notes is not the cause of the 
high price of wool ; but that the high price of wool is the cause 
of the increased issue of notes. Such is often the case with 
many other commodities. A real or apprehended scarcity causes 
an advance in price. The same commodity exchanges for a 
greater quantity of money. The bills are drawn for higher sums, 
and the bankers who discount these bills issue, of course, a 
greater amount of notes. The rise in price, too, renders more 
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capital necessary to carry on the same extent of business. Manj 
persons who had money in the bank on interest will now draw it 
out, to employ it in their trade; and these operations will occasion 
a still farther issue of notes. A rise in the price of one com- 
modity will sometimes advance the price of other commodities, 
and hence similar banking operations are effected by persons 
engaged in other branches of trade. The process by which high 
prices cause an increase in the amount of notes in circulation, can 
thus be easily and obviously traced. 

“In cases where an increased issue of notes does cause an 
advance of price, the advance can be but temporary, and this 
advance may generally be ascribed to a spirit of speculation on 
the part of the dealers, and not to an excessive issue on the part 
of the banks. As the prices of all commodities are regulatea by 
the proportion that may exist between the demand and the supply, 
whenever an increased issue of notes raises prices, it must be 
either by increasing the demand for commodities, or diminishing 
the supply. The cases in which an increased issue of notes may 
cause an advance of prices, are chiefly those in which the money 
is employed in purchasing such commodities as cannot be readily 
produced by human labour. Thus, if a banker lend money to a 
corn merchant to purchase a stock of corn, be increases the 
demand for corn. If lie lend money to a farmer to enable him to 
pay his rent without selling his corn, he diminishes the supply. 
In both cases he may cause an advance in price. But even in 
this case, the most unpopular that can well be imagined, the 
effect on price will be but temporary : for these speculations do 
not diminish the quantity of corn in the country. The supplies 
now withheld must ultimately be sold, and in proportion as they 
advance the price when withheld, will they lower the price when 
brought to market. A degree of speculation in some commodity 
or other is always on foot, and occasions fluctuations in the price. 
The banks have no control over these speculations, and ought not 
to be deemed answerable for the changes they occasion. To 
suppose that the banks can so regulate their issues as to maintain 
permanent prices, is to ascribe to them a power which they 
do not possess, and which, if they did pgssess, they ought never 
to use. 

“ There are various cases wherein an increased issue of notes 
causes a reduction of prices. The speculations which advance 
prices are chiefly those carried on by dealer^s. The speculations 
of producers who invest their capital in new undertakings, with 
the view of producing any given commodities at a less cost, will, 
if successful, reduce the price to the consumer, and so far as 
such speculations are assisted by the banks, the issue of notes 
thus occasioned tends to the reduction of prices. An advance of 
X 3 
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money which enables a farmer to bestow a higher degree of culti- 
vation on his land — or which enables a manufacturer to extend 
his business — has the ellect of increasing the quantity of commo- 
dities oflered for sale, and consequently, to reduce the price. 
The banks, too, by advancing capital oil lower terms than it 
could be otherwise obtained, dimmish the cost of production, and 
consequently, the price. The banks still farther reduce prices by 
destroying monopoly. Tii towns where there are no banks, a few 
monied men have all the trade in their own hands ; but when a 
bank is established, other persons of cliaracter are enabled to 
borrow capital of the bankers. Thus monopoly is destroyed, 
competition is produced, and prices fall. Hence it is obvious, 
that in the ordinary course of business the issues of the banks 
tend not to advance but to lower prices.” 

6. — Books on Banking. 

“Most of our readers are probably aware of the controversy 
that is now going on among the members of the book trade. It 
is not our intention to take any part in this dispute, but merely 
to consider in what way the present custom of the trade affects 
the publication of books on banking. The following is the usual 
practice. When a publisher brings out a book, say at six shil- 
lings, this is called the selling price. But he sells it to the trade 
at a discount of 25 per cent. —that is, at 4^. 6^/., which is called 
the trade price. But first he sends round to the other members 
of the trade to ask how many copies they will buy, absolutely 
taking on themselves the risk of the sale. For the copies thus 
subscribed for, he charges 4«. %d,y which is called the subscribed 
price. But if any bookseller subscribes for as many as twenty- 
four copies, be receives, according to the custom of the trade, a 
twenty-fifth copy for nothing. This reduces the price per copy 
to 4^., which may be termed the wholesale subscribed price. 

“The publisher may be the owner of the book by having pur- 
chased the copyright from the author ; or he may, by agreement, 
take the risk of the sale, and give the author half the profits ; or 
he may publish it on account of the author, and charge him a 
commission of 10 per cent, on the amount received for the copies 
that may be sold. Books on banking have usually so limited a 
drculation, that a publisher will rarely be willin^^ to bear any 
portion of the risk. Hence they are generally published by com- 
mission, at the risk and expense of the authors. 

“ From this it appears, that when a book on banking is adver- 
tized at 6^., s. d. 

The retail price to the purchaser is . . . .60 

The ifode price from the publisher to the retail bookseller 

ia ..,.46 
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The subscribed price from the publisher to the retail book- s. d. 

seller is . . ' 4 2 

The wholesale subscribed price, when the retailer takes 24 

copies, is 4 0 

Tile author's price which he receives from the publislier, 
after the charge of 10 per cent, commission, is . .37 

From the amount the author thus receives from the publisher 
he must pay the cost of production, including paper, printing, 
and binding, the cost of advertisements, the number of copies 
(say twenty to fifty, according to circumstances) presented to 
public libraries, and reviewers (who, whether they review the 
book or not, never return it), and the loss on those copies that 
may remain unsold. It should be stated also, that whether the 
publisher sells a book at the retail, trade, subscribed, or whole- 
sale subscribed price, lie never gives the author more than the 
wholesale subscribed price, after deducting his commission, in 
the above cases 35 . 7^/. While, too, the author has to pay his 
printer, binder, advertisements in ready money, or at short credit, 
for the whole number he prints, he gives the publisher twelve 
months’ credit for what he sells—that is, there are annual 
settlings, commencing at about twelve months after the publica- 
tion of the work. 

** The publishers are also wholesale and retail booksellers ; and 
they retail to the public at the selling price the books they have 
published. Some other retail booksellers are willing to sell 
these books at a lower price. The publishers have determined 
not to sell their books to these cheap booksellers. Hence arise 
the present dissensions in the trade. 

‘‘This dispute is not a new one. A similar squabble took place 
about twenty years ago, and is described by Mr. Babbage in his 
‘Economy of Machinery and Manufactures," published in the 
year 1832. The publishers say that they ought not to be ex- 
pected to allow themselves to be undersold by the retail book- 
sellers. Their opponents say that there is obviously too great 
a difference between the selling price and the author’s price ; 
the public either pay too much, or the author gets too little. We 
have illustrated these charges by taking the publication price at 
65 . ; but the same proportion would exist at any other price. If 
a book be published at 125., the author gets Is, M. i if at 245., btJ 
gets 145. id, 

“ On this system, books tliat necessarily have a limited circu- 
lation, such as those on banking, never can yield any profit to the 
author, much less repay him for the time and labour expendM 
on their composition. And we may inquire, whether the effect 
of this system is not obvious in our banking literature P Where 
are our literary men who wrote on banking ? Why have we not 
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anti^ities of banking gleaned from the writings of the Greeks 
and Komans, in the same way as we have ‘ antiquities ’ of almost 
everything else ? Who has given us a history of banking during 
the middle ages? Why have we not a banking dictionary, 
similar to Mr. McCulloch’s ‘ Commercial Dictionary ’ ? And why 
have we not a banking biography, containing the lives of emi- 
nent bankers, as well as a biography of the lives of eminent 
painters and musicians ? To all these and many similar questions 
there might be advanced, we have the conclusive commercial 
reply — 'It won’t pay.’ A literary man must live by his pro- 
fession; but were he to write upon banking, he would starve. 
Hence our banking authors are chiefly bank officers, who have 
written their books as the profitable amusement of their leisure 
hours ; and then they have been willing to lose a little money for 
the chance of the honour, or the fame, or the promotion which 
may possibly attend their publication. 

“The only way of obviating these injurious effects on the 
literature of banking, appears to be, first, for every bank to have 
a bank library, and to purchase every respectable book on banking 
that is published, so that a banking author may calculate before- 
hand on a sure sale for a certain number of copies. A further 
improvement would be, for banking authors to publish their books 
by subscription, and for all bankers and banking libraries to sub- 
scribe. We have shown that the difference to the author in the 
price he gets for his book is in the proportion of 3^. Id. to 6^. 
When an author publishes by subscription, he receives the retail 
price, and is at no expense for advertisements. When he pub- 
lishes by commission through a bookseller, he gets only the whole- 
sale subscribing price, subject to a ten per cent, commission, and 
has also to pay the cost of advertisements. The reader pays in 
each case the same price, and surely he would rather give the 
whole 65. to the author, who has laboured for his instruction, 
than give him only 3^. 7^., and hand the, remaining 2s. 5d. to the 
booksellers. Mr. Francis published his ‘History of the Bank 
of England ’ by subscription, and we observe Mr. Sharp is about 
to publish his ‘ Banking Prize Essay ’ in the same way. 

‘‘ But it is useless for authors to announce a readiness to publish 
their works by subscription, if the banking interest will not sub- 
scribe ; and although tne utility of a banking literature cannot be 
denied, few, we fear, are willing to make any great exertions in 
order to support it in a proper manner. No individual banker 
thinks it his duty to consult the interest of the whole body ; and 
before he even subscribes for a book, he asks for proof that he 
shall individually receive the full value for his money. Even 
directors and managers of joint-stock banks — * tell it not in Gath' 
seldom disposed to make any great exertions for the general 
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good, unless it can be shown that their own bank will receive 
some direct advantage; while among bank officers generally there 
is many an individual who has ^et to learn, that whatever tends to 
ennoble the profession to which he belongs, tends in the same 
degree to exalt himself.’* 

7. — The Principles op Sir Robert Peel’s Plan of 
Finance. 

'*1. The first principle adopted by Sir Robert Peel is, that 
direct taxation is better than indirect. 

‘‘ There are several advantages connected with direct taxation. 
It is a sure method of obtaining the sums required — a direct tax 
requiring each individual to pay a sum of money into the public 
Treasury is sure to produce a certain amount. The produce of 
an indirect tax upon tea or sugar,^ for example, must depend upon 
the consumption of the commodity. Dean Swift observes, that in 
the custonjs two and two do hot always make four — sometimes 
two and two make only one. An increase of taxation may so 
diminish consumption, that the produce of the tax may be dimi- 
nished. Again, direct taxation does not take from the community 
a greater amount than what is received by the Government ; indi- 
rect taxation not only takes away from the community the amount 
of the tax, but, by the restrictions it throws upon trade and in- 
dustry, it injures the community to a further extent. Direct tax- 
ation lias also this advantage — that it perpetually reminds the 
tax-payers of the evil of taxation, and, consequently, of the evil of 
the principal cause of taxation — the inhuman practice of war. In- 
direct taxes are taxes in disguise. When taxes are identified with 
the prices of commodities, they are paid unconsciously, and hence, 
however large the amount, they are not so much canvassed. It 
is probable, too, that direct taxes cause the payers to adopt a 
system of economy, by which tliey save the sum they have to pay 
to Government, and hence the increased expenses of the State 
are supplied by the increased economy of individuals. 

“ 2. The second principle adopted by Sir Robert Peel is, that 
each individual should Contribute to the support of the State in s 
proportion to the amount of his annual income. 

“ This principle appears obviously just, and yet it has been the 
one most violently assailed. One party contends that each indi- 
vidual should not contribute according to the amount of his 
income, but according to the sources from whence his income is 
derived. 

“If his income is derived from that of land or houses, dividends 
from the public funds, or any other kind of property, then he 
should pay his quota ; but if his income is derived from any trade 
or profession, then, say they, he should pay nothing. It is difficult 
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to tiiscover the justice of this principle. The objects of taxation 
are to support the Government and constitution of the country— 
to provide for the efficient administration of the laws — to guard 
against internal violence and external invasion. All classes have 
an interest in these objects, and consequently all classes should 
contribute towards the nieaiis necessary for their accomplishment. 
It is in consequence of the security which society enjoys through 
the influence of the property class that trades and professions can 
be carried on so successfully and so profitably as they are. In 
case of a serious rebellion in the country, or a temporary invasion 
bv a hostile Power, the fortunes of people in trade would probably 
sustain greater injury than those who have property ; and why, 
then, should they not pay for the protection they enjoy ? 

“ It may be observed, too, that the property class render a 
varie^ of gratuitous services to the State. They compose the 
two Houses of Parliament, and the magistracy throughout the 
land; they provide for the local administration of justice, and they 
supply the officers of our army, who receive an amount of pay 
wholly inadequate to the expenses they arc required to support. 
It may further be urged, that a large amount of property is em- 
barkea in trades and professions. Few trades can be carried on 
without capital, and in some of our commercial and manufacturing 
establishment^ the capital is very considerable ; and with what 
justice, we ask, can it be maintained that property invested in 
the funds at threc-and-a*half 'per cent, is to pay taxes ; but if em- 
ployed in trade at ten per cent, profit, it is to be wholly exempt. 
Another party contends that men should not contribute to tlie 
expenses of the State in proportion to the amount of their income, 
but according to the saleable value of that income. The Long 
Annuities expire in 1800. The Bank of England has a Govern- 
ment annuity that will expire in 1807. Now, it is contended 
that we shouhl take into account the time these annuities have to 
run, and make a corresponding deduction in the amount of 
taxation. We do not perceive any reason in this principle. The 
State requires, say 4,000,000/., for the service of the present 
year ; and it is proposed that each man shall pay in proportion 
to the income he will receive in the pres*ent year. No, say these 
parties ; we ought not to pay according to our present incomes, 
because five-and-twenty years hence our incomes will cease. 
Well ; when your incomes cease, you will cease to be taxed ; but 
why should these incomes not be taxed as long as they last ? It 
is quite true that land will continue to yield rent, and the public 
funds may continue to pay dividends after your annuities have 
expired, and of course they may continue to be taxed ; but how 
does that prove that your annuities should not pay taxes in pro- 
portion to their amount, during the time they have to run ? 

" ‘^Besides, if terminable annuities can claim a partial exemption 
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from taxation, what deduction is to be made upon the incomes 
derived from trades, professions, and salaries, the greater part of 
which are far more precarious, and may be of much shorter 
duration ? A clerk in the Bank of England, whose office depends 
upon his health and other contingencies, must pay three per cent, 
on his salary ; but the Bank of England herself objects to pay in 
the same proportion on her annuity, because it will expire at the 
end of four-and-twenty years. How many of her clerks would be 
happy to be assured that their salaries would last as long I Besides, 
if terminable annuities can claim a reduction of taxation, what is to 
be done with leasehold property, and incomes dependent upon the 
duration of lives, and other contingencies? If we begin to make 
exceptions upon this ground, where are wc to stop ? Again, it has 
been contended that men should not contribute to the wants of 
the State in proportion to the amount of their incomes, but in 
proportion to the amount of their savings, after deducting their 
expenditure. Thus, as it is supposed — a supposition not always 
correct — that bachelors save more money than married men, it is 
contended that they ought to be more lieavily taxed. Those who 
do not contend openly for this principle, contend for it indirectly, 
by pointing out the oppressive nature of the Income-tax upon 
those who have wives and families. Judging by the tone of these 
writers, they seem to imagine that wives and families are cala- 
mitous visitations of Providence, which give the men who have 
them peculiar claims to commiseration. As far as our observa- 
tion goes, we find that family men have usually those prudent 
habits which render them as well able as others to sustain the 
proposed burden ; and we think we might successfully contend, 
that as a man with a family receives the protection of the State 
for a greater number of persons, he ought to pay more liberally 
towards its expenses. But however this may be, it is certain 
that the Government cannot investigate every man’s expendi- 
ture, and apportion his taxes to the amount of his savings. In 
this point of view, the Income-tax is, no doubt, an unequal tax ; 
but it has this character in common with every other tax that ' 
could possibly be imposed. A tax upon any article of con- 
sumption, — upon houses or upon lands, — woula be more or less 
burdensome upon individuals, according to their respective 
circumstances. These inequalities of condition are not produced 
by the tax ; but are the necessary result of the constitution of 
human society. 

8. The third principle adopted by Sir Robert Peel, is, that 
taxation should press as lightly as possible upon the poorer 
classes of the community. 

■ “All incomes of less than 150f. per annum are exempt from 
the operations of this tax. In point of numbers, this exempts by 
much the larger portion of the community. It exempts all who 
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are engaged in manual labour, the greater number of clerks in 
the counting-houses of merchants and others, all the inferior 
classes of tradesmen, and all widows and others whose incomes 
consist of small annuities or dividends from the public funds. 
The tax falls exclusively on the comparatively wealthier classes ; 
and it is a tax of a kind that cannot be transferred to the poorer 
classes. Indirect taxes, though paid to the Government in the 
first instance by the importer or the dealer, fall ultimately upon 
the consumers ; but an income tax must come out of the pockets 
of those by whom it is paid. But this is not the only way in 
which Sir Kobert Peel guards the interests of the poor. This 
remission of taxes on articles imported from foreign countries has 
a reference mainly to articles of food or clothing, or houses or 
furniture ; and though the benefit of a reduction in the prices of all 
those articles is not confined to the poor, but extends to all 
classes of the community — yet, as the purchase of these articles 
forms a larger portion of the expenses ot the poor, their advantage 
is proportionably greater. But the poor are also benefited by the 
creation of a new demand for their labour, by taking off the duties 
on the exportation of British manufactures. This brings us to 
the next principles. 

4. The fourth principle adopted by Sir Robert Peel, is, to 
remove or reduce those taxes that tend to the obstruction of our 
commerce with other countries. 

‘‘ It is not necessary to point out the general importance of 
commerce, nor its peculiar value to our own country. The 
employment of our industry, the comfort of our population, and 
the existence of our political power, depend upon our com- 
merce. All nations of modern times are convinced of the 
importance of commerce; but all nations have, more or less, 
obstructed its operations by the imposition of heavy duties. The 
object of Sir Robert Peel is to extend our commerce, by the 
reduction or removal of such duties ; and his plan embraces no 
fewer than seven hundred and fifty articles. Thus, he not only 
relieves the country, by making a large remission of indirect 
taxation, but multiplies the comforts of the population by bring- 
ing a great variety of commodities within the means of purchase 
of a larger portion of the community. No reduction is proposed 
to be made in the duties on the wines and spirits of Prance, or 
on the sugars of Brazil. It is intended that these shall be here- 
after arranged in commercial treaties to be made with those 
countries^ In such treaties, it may be stipulated that Prance 
shall take our hardware in exchange for ner wines, and that 
Brazil shall not render our taking her sugars the means of adding 
to the horrors of slavery. 

6. The fifth principle adopted by Sir Robert Peel, is, that 
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the duties upon the importation of raw produce should be of a 
less amount than those levied upon the importation of manufac- 
tured articles. 

“ The object of this regulation is to protect and encourage our 
own manufactures. Manufactures have enriched every country 
in which they have been established. They promote the comfort 
and happiness of the people — they supply the meanS of purcliasing 
a large amount of commodities from other nations, and they give 
employment to a large portion of the labour and industry of the 
community. Mr. Babbage has stated some curious instances of 
the great value given to a commodity by the application of manu- 
facturing industry. A pound of cotton wool, when spun, has been 
worth 5/. sterling; and, when wove into muslin and ornament in 
the tambour, is worth 15/., yielding 5,900/. per cent, on the raw 
material. An ounce of fine Flanders thread has been sold in 
London for 4/. ; such an ounce, made into lace, may be sold for 
40/., which is ten times the price of standard gold, weight for 
weight. Steel may be made three hundred times dearer than stan- 
dard gold, weight for weight. Six steel springs for watch pendu- 
lums weigh one grain — to the artists, 7s. 6d. each, equal to 2/. 6s. 
One grain of gold costs only twopence. A quantity of lead that 
costs 1/., when manufactured into small printing type, will sell for 
28/. A quantity of bar iron that cost 1/,, when manufactured into 
needles, will sell for 70/. ; into the finest kind of scissors, it will 
sell for 446/. ; as gun barrels, it will sell for 236/. ; as blades of pen- 
knives, 657/. ; as sword handles, polished steel, 972/. So a service 
of cut glass or ot fine porcelain, will cost many hundred times the 
value of the raw materials of which it is composed. Now all this 
additional value is bestowed upon these raw materials mainly by 
labour ; and hence manufactures tend to enrich a country, because 
they give employment to all the labour of the community. The 
most profitable trade a nation can carrj on is in exchanging manu- 
factured goods for raw produce. It is, therefore, a wise policy in 
Sir Robert Peel to encourage the importation of raw produce, and 
the exportation of manufactured commodities. On the proposed 
plan, the import duties on raw produce can never exceed five per 
cent., while the duties on the importation of manufactures range 
as high as twenty per cent., and all duties on exportation are 
abolished. As a further protection, the exportation of coals, 
which may be used as a means of supporting rival manufactures 
in foreign countries, is subjected to an export duty, whether 
taken out in foreign or in Bntish ships. 

“ 6. The sixth principle adopted by Sir Robert Peel is — that 
the produce of our own colonies should be subjected to a lighter 
scale of taxation tlian the produce of foreign states. 

“ It is not now necessary to refute the notion advanced a few 
years ago by some politicm economists as to the inutility ot 
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colonies. Such a notion is opposed to the common sense of man- 
kind in every age of the world. The empires of Greece, Carthage, 
and Rome were supported by their colonies, and the loss of those 
colonies was a prelude to their own destruction. The colossal 
power of Great Britain has one foot planted on her colonies, and 
when these are removed it falls for ever. Colonies are the means 
of supplying ds with raw produce ; they are a certain market for 
our manufactures ; and they create a maritime power, which is a 
source of wealth in time of peace, and a means of defence in time 
of war. ‘Ships, colonies, and commerce,’ were the three great 
objects desired by Buonaparte. The country which has the colo- 
nies is almost sure to possess the other two. It is, therefore, the 
interest of Great Britain to encourage her colonial trade — a trade 
in which we cannot be supplanted by rivals or interrupted by 
war. In proportion as we increase the wealth and power of our 
colonics, we increase the wealth and power of the mother-country. 
'Colonies, too, afford a refuge to the emigrant, who has to support 
a large family by the sweat of his brow ; and they present fields 
of enterprise for those restless spirits who might do mischief at 
home. In seasons of war they afford supplies not to be obtained 
elsewhere ; and, by presenting points of attack to the enemy, they 
become outworks of defence to the parent state. 

“ Such, we conceive, are the main principles of Sir Robert Peel’s 
plan of finance.” 



PART VIL 


ILLUSTRATIONS OF THE PRINCIPLES OF REASONING 
APPLIED TO THE ART AND THE SCIENCE OF 
BANKING. 


SECTION 1. 

ILLUSTRATIONS OF REASONING WITH REGARD TO THE 
BANK CHARTER OF 1844. 

“The Act of 1844” is the 7 & 8 Viet. cap. 32, and is 
entitled, ‘‘ An Act to Ilegulatc the Issue of Bank Notes, 
and for giving to the Governor and Company of the Bank 
of England certain privileges for a limited period.” It 
enacts that from and after the 31st August, 1844, the 
Issue department of the Bank of England shall be sepa- 
rated froip the Banking department — that the issuing 
department may issue notes to the extent of 14,000,000^ 
upon securities set apart for tliat purpose, of which the 
debt of 11,015,100Z. due from the Government to the 
bank shall form a part — that no amount of notes above 
14,000,000/. shall be issued, except against gold coin, or 
gold or silver bullion ; and that the silver bullion shall 
not exceed one-fourth the amount of gold coin and bullion. 
Any person is entitled to demand notes from the issuing 
department, in exchange for gold bullion, at the rate of 
3Z. 17s. 9cZ. per ounce. Should any banker discontinue hia 
issue of notes, the Bank of England may, upon applica- 
tion, be empowered by an Order of Council to increase her 
issue upon securities to the extent of two-thirds of the 
issue thus withdrawn ; but all the profit of this increased 
issue must go to the Government. 

Those who ard opposed to the Act of 1844 bring against 
it the following accusations : — 

First, The Act of 1844 is accused of having produced 
abundance of money, a low rate of interest, and thus 
stimulated to excessive speculation. 
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According to this Act, all persons are entitled to 
demand from the issue department of the Bank of Eng- 
land, Bank of England notes in exchange for gold bullion 
at the rate of 3Z. 17s. per ounce of standard gold. 
When, therefore, the foreign exchanges are favourable to 
the importation of gold, this gold, consisting of gold bars 
and foreign gold coin, which could not be used as money 
in this country, is taken to the issue department, and 
instantly converted into Bank of England notes. The 
amount of notes is thus increased beyond what the trans- 
actions of the country require. Money becomes plentiful, 
the rate of interest falls, and the low rate of interest gives 
facilities to speculative undertakings. 

It must be acknowledged that, previous to the passing 
of this Act, the bank directors had adopted the principle 
of purchasing all foreign gold that might be offered them 
at 3Z. \ls. an ounce ; and it formed a feature of their 
system of management, as explained before a committee of 
the House of Commons in the year 1832. When the ad- 
vocates of the Act say that it is only during a season of 
pressure that the Act comes into operation, they can mean 
only that it is during such a season that the system esta- 
blished by the Act differs from the system previously in 
existence. The Act is as much in operation when it gives 
out notes as when it gives out gold. 

It must also be acknowledged that on the 31st August, 
1844, when the Act came into operation, there was a large 
amount of gold in the bank, and a low rate of interest 
consequently prevailed. This gold had accumulated, not 
literally in consequence of the Act, but in consequence of 
the principle embodied in the Act. From the adoption of 
this principle, the gold in the vaultsof the bank still farther 
increased after the psissing of the Act. 

It must be farther acknowledged, that although the Act 
requires the issue department at all times to issue notes 
against gold, it does not require that the Bank of England 
shall at all times issue 14,000,000Z. against securities. 
The Act merely requires that the amount shall not exceed 
14,000,000^. And a London banker who was examined as 
a witness before the Lords’ Committee, said he expected 
that when the Act came into operation the bank would 
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not issue at first more than 11,000,000^. against securities, 
and that the remaining 3,000,000^. would not be issued 
until the rate of interest had advanced to 3| or 4 per cent. 
But the Act did not require the Bank of England to adopt 
this course ; and its adoption would probably have been 
considered by some parties as a departure from its prin- 
ciple. For it is a fundamental principle of the Act, that 
the amount of the circulation shall jerk up and down 
in exact conformity to the importations or exportations of 
gold. And hence during a favourable course of exchange 
money must be abundant, and interest must be low. 

It is alleged that the Act still farther reduced the rate of 
interest, and promoted speculative undertakings, by placing 
the Bank of England in a position in which the directors 
were led to adopt a new system of management. 

In September, 1844, soon after the Act was passed, the 
directors, whose rate of interest had never previously been 
lower than 4 per cent., reduced it to 2^ per cent. The 
object of this reduction was to invest a larger portion of 
their funds in the discount of bills. It is stated that, to 
effect this object, the directors not only reduced their rate 
of discount, but also canvassed for business, and thus gave 
a stimulus to new transactions. They had been told that 
the banking department of the Bank of England was to be 
managed “ like any other banking concern using Bank of 
England notes.” And it is not an unusual thing for bankers, 
when they cannot employ their funds at so high a rate of 
interest as they wish to obtain, to employ them at a lower 
rate. Nor is it unusual for a banker to offer his surplus 
cash to bill-brokers and others, who are known to be in 
the habit of supplying bankers with bills. But however 
consistent the conduct of the directors may have been with 
banking principles, the reduction of the bank rate of dis- 
count immediately caused a reduction in the market rate, 
and in the rates charged by bankers throughout the country. 
For it must be observed, that when the bank lowers her 
rate of interest upon money in seasons of abundance, it 
has the necessary effect of reducing the market rate of 
interest still lower than the bank rate. Suppose, for in- 
stance, the bank discounts at 5 per cent, and the market 
rate of discount is 4 per cent., of course no bills are offered 
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for discount to the bank. Then the bank, to get discount^, 
Lowers her rate of interest to 4 per cent. A portion of bills 
that were previously discounted by private bankers and 
bill brokers will then be taken to the bank ; but the notes 
thus drawn from the bank make money still more plenti- 
ful, and the market rate falls 3.} or 3 per cent. Now, 
should the bank reduce her rate to 3 per cent., the same 
effects would again follow. For the additional notes 
thus drawn out would make money so abundant, as to 
reduce the market rate of interest to or 2 per cent., and; 
so on. 

But in seasons of scarcity, precisely the opposite effect 
follows. For when the bank raises the rate of discount, 
it has the effect of raising the market rate still higher. 
Thus, if the bank should be discounting at 5 per cent, and 
the market rate should bo 5}j per cent., let the bank raise 
her rate to 6 per cent, and the market rate will immedi- 
ately become 7 or perhaps 8 per cent., or even higher, upon 
inferior bills. For the bank rate of discount will be the 
market rate for only the first class of bills — such bills as 
could be discounted at the bank ; and all bills of the 
second class will have to pay an advanced rate, and those 
of a still more inferior character will not be discountable 
at all. 

In 1844 the rate of discount was lower than in any 
previous season of abundance of money. This low rate 
of interest was produced, in the first place, by the principle 
of the Act of 1844, wliich caused the issue of a large 
amount of notes against gold and silver bullion ; and, 
secondly, by that provision of the Act which separated 
the two departments, and thus brought the banking de- 
partment of the Bank of England into competition with 
other bankers and money dealers, as discounters of hdls. 
The directors of the bank seem to think that the spirit of 
the Act of 1844 required that the bank should employ its 
Deserve. 

‘‘If we keep the notes in tlie reserve, instead of giving them out 
to the public, the effect that ought to be produced by gold coming 
into the country is counteracted ; it indices a- larger amount of 
capital to Gouie into the country, because' you do not allow that 
podim which has^ oome ia to be employedi If you do cot put out 
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the gold, or the representative of gold, you entirely prevent its 
having any effect upon the circulation. The exchange will be 
kept up, and gold will continue to come in.” 

Thus it appears that, although there is no positive enact- 
ment in the Act respecting the management of the banking 
department, the directors so understand its spirit as to 
believe that when gold is going out of the country they 
ought to take measures to prevent its exit ; and when gold 
is coming into the country, they ought to endeavour to 
drive it back again. The first object is attained by raising 
the rate of interest very high ; the second, by reducing it 
very low. It must, however, be acknowledged that, apart 
from any efforts of the banking department, a large im- 
portation of gold will, under the Act, necessarily cause a 
low rate of interest. 

Secondly. The next charge against the Act of 1844 is, 
that it does not admit of those occasional expansions of the 
amount of notes in circulation which are often required 
by the domestic transactions of the country. 

It is alleged that one imperfection of the Act was strik- 
ingly manifested in the beginning of the year 1846. The 
Parliament required that all railway companies that in- 
tended to apply for an Act should lodge 10 per cent, on 
their capital within fifteen days after the meeting of Parlia- 
ment, It was impossible to say beforehand what amount, 
of notes would be required to make these payments. It 
was variously estimated at from 12,000,000/. to 25,000,000/. 
while all the notes in the hands of the public amounted to 
only about 20,000,000/. Ultimately the railway companies 
of Ireland and Scotland were allowed to make their pay- 
ments in Dublin and Edinbui'gh, respectively ; and the pay- 
ments in London did not amount to more than 14,000,000/. 
This large sum was paid by means of the banking depart- 
ment of the Bank of England lending out the money as 
fast as it was received. Had the Act of 1844 not been in 
existence, the Bank of England (as in the case of the West 
India loan, and of previous loans) might have lent out the 
money before the time of payment arrived, and no appre- 
hensions would have been entertained. The notes in circur 
latio:n would have been largely increased for a few daysi 
then again have subsided to the. former amount*. 
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it was, the payment was not made through any virtue in 
the Act. And had it been required under different cir- 
cumstances, or when the banking department had a smaller 
reserve, it could not have been made at all. 

It is farther alleged, that the Act of 1844 requires an 
immediate contraction in the amount of the notes when- 
ever gold is exported for merely a temporary or specific 
purpose. Between March 13 andApril 24, 1847, 2,237,200^. 
was exported in payments for corn. An equal amount of 
notes was of course cancelled by the issue department. 
These notes must have been taken out of the hands of the 
public, or from the banking department of the Bank of 
England. About the same time, the Government had 
occasion to borrow of the banking department about 
3,500,000^. to pay the April dividends. The banking 
department, consequently, for a while limited their dis- 
counts, and even refused to grant loans on exchequer bills. 
Great pressure was consequently felt, though it did not 
last for a long time. Now it is alleged, that if the Act of 
1844 had not existed, the directors would have allowed 
the gold to be exported without immediately contracting 
the notes in circulation. They would have lent the 
money required by the Government, without refusing the 
loans and discounts to the public ; and the contraction 
of the circulation, by being extended over one or two 
months, instead of a few weeks, might have produced no 
inconvenience. 

By the Act of 1844, the circulation of the countiy 
banks was restricted to a certain amount. The average of 
the twelve weeks ending the 27th of April, 1844, was 
fixed for the maximum. During some months in the 
year the country requires more notes than this maximum ; 
and, as the banks can issue no more notes of their own, 
they obtain Bank of England notes from London. In the 
year 1845 Acts of Parliament were passed for the regula- 
tion of the notes issued in Scotland and Ireland. Beyond 
certain fixed amounts, the banks in these countries are 
required to hold gold equal to the amount of notes in cir- 
culation. In both countries this circulation fluctuates. 
In' Scotland, the highest amount is in November ; in 
Ireland, the highest amount is in January or February. 
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Ttt these months they require more gold, and this gold 
they obtain from the issue department in exchange for 
Bank of England notes. Before the Act of 1844 the cir- 
culation of the country parts of England, of Scotland, and 
of Ireland, expanded or contracted as required by the 
wants of the public, without affecting the London circula- 
tion of the Bank of England; but, under this Act, the 
expansion of the circulation of the country banks, the 
banks of Scotland and of Ireland, are attended by a con- 
traction of the circulation of Bank of England notes in 
London. This may not be a matter of much consequence 
in ordinary times, when the banking department of the 
Bank of England has a large reserve ; but in seasons of 
pressure, such as occurred in 1847, this drain on the 
London circulation may be more severely felt. 

It may be further stated, that the withdrawal or dis- 
continuance of a certain amount of bills of exchange, 
through loss of credit or otherwise, would render a larger 
amount of bank notes necessary to fill up the space for- 
merly occupied by those bills of exchange. But for such 
a circumstance no provision is made by the Act. 

Thirdly. It is alleged that the Act of 1844 tends to 
produce and to aggravate pressure, and at the same time 
deprives the Bank of England of the power of granting 
adequate assistance, even when the pressure is most urgent, 
and when assistance can be rendered without any danger 
of affecting the foreign exchanges. 

This objection assumes that a pressure is an evil. It 
assumes, that to advance the rate of interest to a rate 
which no profit can afford to pay — to deprive solvent 
houses of the means of meeting their legitimate engage- 
ments — to cause a universal reduction of prices, and thus 
to baffle the calculations of even the most prudent— to 
reduce wealthy merchants to the condition of paupers — to 
deprive manufacturers of the means of executing their 
orders, and thus to throw thousands of industrious people 
out of employment — to sell to foreigners large amounts of 
goods and manufactures at less than the prime cost, thus 
causing a great national loss — to paralyze the national 
industry — to stop the progress of useful works — and to 
destroy confidence and credit — the objection assumes, that 

T 
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a pressure which produces effects like these is a national 
evil. And such must be the opinion of those who sus- 
pended the Act, and of those who approve of that suspen- 
sion ; for it was to prevent or to remove evils like these 
that the Act was suspended. 

It is alleged that the Act tends to produce such pres- 
sures. By issuing notes against all the importations of 
gold, it causes abundance of money, lowers the rate of 
interest, and stimulates to speculative undertaking (thus 
the low rate of interest in 1844 and 1845 stimulated the 
railway speculations), and then, speculation is always suc- 
ceeded by pressure. If, therefore, similar causes produce 
similar effects, and if the future shall resemble the past, 
the operation of the Act of 1844 will tend to produce 
pressure. 

It is further alleged, that when a pressure occurs with- 
out being produced by the Act, then the Act tends to 
aggravate the pressure. An unfavourable course of the 
exchange may be produced by a large importation of corn. 
The Act requires that the exchange shall be rectified by 
an exportation of gold, and that this exportation of gold 
shall be attended by a contraction of the domestic circu- 
lation (according to the present meaning of the word 
circulation) to an equal amount. It is hardly neces- 
sary to show that these regulations must aggravate a 
pressure. 

It has been said, that the pressure of 1847 was pro- 
duced by the railway speculations and the famine, and 
therefore it was not produced or increased by the Act of 
1844. We do not perceive the soundness of this reasoning, 
and it seems to show a forgetfulness of the peculiar opera- 
tion of the Act. The Act requires that the amount of 
notes in circulation shall fluctuate in exact accordance 
with the amount of bullion, Eailway speculations, famine, 
foreign loans, or a hundred other things, may turn the 
foreign exchanges, and cause gold to be exported ; but it 
is the Act which causes our circulation of notes to l3e con- 
tracted in proportion as the gold is withdrawn. So a 
hundred different circumstances may cause gold to be 
imported, but it is the Act which causes the circulation to 
be inflated m correspondence with this increased amount 
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of gold. Herein, we think, is the injurious operation of 
the Act. When the exchanges are favourable, gold is 
imported. The gold is in bars and foreign coin, and 
could not pass as money. But the Act issues notes 
against this gold, thus increasing the circulation, lowering 
the rate of interest, and giving rise to speculations of all 
kinds. These speculations, co-operating possibly with 
other causes, turn the exchanges. Notes are then taken 
to the bank, and gold demanded, for the purpose of being 
exported. This contraction of the circulation of notes 
produces pressure, and the apprehension of further pres- 
sure produces panic. 

They who contend that the Act of 1844 has not “in 
the slightest degree tended either to create or to increase 
the pressure ” of 1847, seem to be inconsistent in contend- 
ing, at the same time, that the Act has preserved the con- 
vertibility of the bank note. It was the pressure and the 
high rate of interest, and low prices consequent upon the 
pressure, that checked the efflux of gol4 and turned 
the exchanges. Now, if the Act had no effect in pro- 
ducing or increasing that pressure, the convertibility of 
the note, by whatever causes it was secured, was not 
secured by the Act. If the Act did not in the slightest 
degree either create or increase the pressure, in v^hat way, 
we ask, could it preserve the convertibility of the note ? 
It appears to us that those who contend that the Act 
preserved the convertibility of the note are bound by 
consistency to admit that the Act produced or increased 
the pressure. 

It is further alleged that the Act aggravates a pressure 
by the “panic” which it creates. It is stated that, during 
tl^ pressure of 1847, notes to the amount of 4,000,000^. 
were hoarded under the influence of panic, and this hoard- 
ing was occasioned by the provisions of the Act. It must 
be acknowledged, however, that something of this kiftd 
has taken place in former pressures. We noticed this cir- 
cumstance with reference to the pressure of 1836, and 
again with reference to the pressure of 1839. 

“A contraction of the circulation leads to a general 
apptehension of danger. Hence the bankers and othex<fi( 
keep larger reserves of bank notes on hai\d, in order to> be 
T 2 
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prepared for the worst, and thus the evils of the contrac- 
tion are considerably increased. ‘ That portion of the 
notes of the Bank of England which is passing from hand 
to hand, may be called the active circulation. That por- 
tion which is hoarded, or kept in reserve to meet possible 
demands, may bo called the dead circulation. Now, it is 
quite certain that the dead circulation, while it remains in 
that state, has no effect upon the prices of commodities — 
the spirit of speculation — or the foreign exchanges. These 
are affected only by the active circulation. In seasons of 
pressure the dead circulation is increased at the expense 
of the active circulation, because people hoard their money 
to meet contingencies. Hence we find the pressure is 
often more severe than the reduction of the bank circu- 
lation would seem to warrant. But the fact is, that the 
pressure is in proportion to the reduction of the active 
circulation, and not in proportion to the reduction of the 
whole circulation.' On the other band, in seasons of abun- 
dance, the dead circulation is diminished, the active circu- 
lation proportionably increased, and hence the stimulus 
given to trade and speculation is much greater than the 
returns of the Bank of England would warrant us to 
expect.’ ” 

If this disposition to hoard — or, more properly, to make 
provision for future or contingent demands — existed in 
1837 and 1839, when the Bank of England had the 
unrestricted power of issuing notes ; when there was the 
most imbounded confidence in her ability to render assist- 
ance — and when every solvent person expected, if neces- 
sary, to receive that assistance — it is natural to suppose 
that this disposition would be stronger in 1847, when the 
Bank of England had become divided into two depart- 
ments — one of which could issue no notes except against 
gold, and the other had barely notes enough to meet its 
own obligations. For this alteration in the condition of 
the Bank of England, and the consequent feelings it 
inspired, the Act of 1844 is clearly responsible. 

It is said that this desire of hoarding” arose from 
PANIC ] and that the sum thus hoarded ” amounted to 
4,000,000?. of notes. It is difficult to state where pru- 
dence ^nds and panic begins. This hoarding was up doubt 
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(tarried on by all the joint-stock and private bankers, who^ 
having received from the public large sums of money pay- 
able on demand, deemed it prudent to put themselves in 
a condition to repay these sums in case they should be 
demanded. And, from the number of banking establish- 
ments that exist in London, and throughout the country, 
it is reasonable to suppose that the sums thus hoarded 
must have been considerable. Many private parties, too, 
from distrust of their bankers, probably kept their Jioards 
in their own hands. No blame, however, can attach to 
the bankers ; for, although this “ hoarding ” increases the 
pressure, yet, were they not to adopt this course, their 
banks might stop payment, and thus a heavier calamity 
would fall upon the public. 

It is further alleged that the Act of 1844 has deprived 
the Bank of England of the power of granting assistance 
by the issue of notes during a pressure, even when the 
pressure is most urgent, and the foreign exchanges are 
favourable. Before the passing of the Act, when there 
was no separation of departments, the bank directors 
restricted their issues when the exchanges were unfavour-^ 
able, but extended them when the exchanges were favour- 
able. Hence, during the pressure of 1837, they granted 
assistance by a farther issue of notes to the Northern and 
Central Bank, because the. exchanges had become i^xvour- 
able. Between the periods of an efflux and an influx of 
gold there is always an interval of time. This interval is 
usually the highest point of the pressure^ and heretofore 
the Bank of' England would relieve the pressure by ex- 
tending her issue of notes, in anticipation of the gold 
about to arrive. By this means solvent houses were pre- 
vented stopping, confidence was restored, “ hoarding ” 
was diminished, and the pressure removed. But the Act 
of 1844 does not allow this. No additional notes can be 
issued until the gold has returned. The same course 
must be followed, whether the exchanges are favourable or 
unfavourable ; and to anticipate the return of the gold, 
by a farther issue of notes, under any circumstances, how- 
ever urgent, would be a departure from the principle of 
the Act. That such a departure, however, may be made 
with immense advantage to the public, is obvious from 
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the effects which immediately followed the suspension of 
the Act in October, 1847. 

It is chiefly in this respect that the system established 
by the Act differs from the system previously in operation. 
And some of the witnesses, looking no farther than this, 
merely recommended that a power to suspend the Act 
in cases of severe pressure, should be lodged either with 
the Government or the bank. We feel no regret that the 
Legislp.ture did not comply with this recommendation. 
It is this inflexibility of the Act which makes the com- 
mercial classes feel the unsoundness of its whole principle. 
Had a dispensing power been granted, we should merely 
have fallen back upon the previous system, with the 
additional disadvantage that the bank would never be 
able to adopt a better system, even if so disposed. The 
directors had for several years professed to govern the 
issue of notes by the foreign exchanges, but departed from 
that principle according to their discretion. The Act of 
1844, by its inflexible enactments, put this principle to 
the test of experiment. The principle could not bear that 
test, and hence the Act was suspended. 


In confirmation of the leading divisions of the above 
section, published in the year 1849, we shall cite the 
opinions of some of the Directors of the Bank of England, 
as laid before the Committee of the House of Commons 
upon the Bank Charter Acts in the year 1857. 

First. The Act of 1844 is accused of having produced 
abundance of money, a low rate of interest, and thus 
stimulated to' excessive speculation. 

In confirmation of this opinion, we quote the letter 
addressed to the Governor by Mr. Bonamy Dobree, the 
present Deputy-Governor of the Bank of England : — 

, It has always appeared to me that the main object of the 
framers of the Act of 1844 was to secure the convertibility of the 
bank note, and so to arrange as that the influx of gold bullion 
should have the same action and effect on the circulation of the 
country as would be produced were it actually in coin, instead of 
being represented by notes; and, secondly, to guard against 
violent fluctuations in the value of money. 
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“ Now, in my opinion, this la^tter object has failed to be attained 
by the Act of 1844. 

“The ^old bullion has oscillated between 8,000,000/. and 

22.000. 000/., whilst the active notes have ranged between 

17.000. 000/. and 24,000,000/. ; thus showing a variation between 
the extreme points of 14,000,000/. in the first, and only 7,000,000/. 
in the last case ; and these last referred to amounts were excep- 
tional, the ordinary range being 18,000,000/. and 22,000,000/., or 
a difference of but 4,000,000/. in place of 14,000,000/. 

“ The consequence of this has been that, in periods of over- 
abundance of gold bullion, the reserve of notes in the Bank’s till 
lias risen to 14,700,000/., notwithstanding simultaneous efforts to 
force the issue, and to lower thereby the rate of discount ; thus 
giving a great impetus to speculation, and enhancing the value 
both of securities and produce : when, on the other hand, a drain 
of gold bullion has set in, and the reserve of notes f^allen to 
under 2,000,000/., this has been attempted to be met by a rapid 
increase in the rates of discount, causing severe pressure in the 
mercantile interest, and followed by a marked decline in the value 
of the funds and of all securities, as well as in the price of all 
commodities.” 

“ These violent and sudden ebbs and flows— of which there have 
been various recurrences during the past twelve years, evidenced, 
in *my opinion, by forty variations in the rates of discount, from 
2 per cent, the lowest, to 8 per cent, the highest ; whilst in the 
previous ten years there were but ten changes between 2i per 
cent, the lowest, and 6 per cent, the highest — could not have 
been foreseen, I think, by the promoters of the Act of 1844, and 
act very prejudicially upon the trading community, for whose 
particular benefit and safeguard the Act would seem to have been 
specially framed. 

“ One remedy, in my mind, would be found by relieving the 
Bank from the obligation of buying all gold bullion in exchange 
for notes at 3/. 17 s. 9^. per ounce. 

“Were the obligation removed, gold in seasons of plethora 
would find its own market value, or it would be taken to tlie Mint 
to be coined ; and in this latter case the redundant circulation of 
the country would consist in coined gold, and not in Bank of 
England paper as at present ” 

As a further confirmation, we now quote the language 
of Mr. Weguelin, the Governor of the Bank, in his letter 
to the Chancellor of the Exchequer : — 

“ The Act, and more especially the reasoning of its supporters, 
encourage a dangerous theory that the Bank of England in its 
banking department may, in all respects, act as would a private 
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banker in the management of his deposits. It thus favours the 
competition with private money-lenders, which in periods of large 
deposits is apt to produce an unwarranted inflation of credit.” 

In his evidence before the Committee, Mr. Weguelin 
gives a further confirmation of our first proposition. 
But he says, that it is not the low rate of interest, but 
the abundance of money, that gives rise to speculation. 
As both these causes are contemporaneous, it seems 
hardly worth while to inquire which is the efficient cause. 
It is a mode of reasoning which is familiarly called, 
‘‘ the splitting of hairs.” In either case, however, the 
following evidence is confirmatory of our sentiments : — 

“The low rate of interest is an indication of a large amount of 
capital which is seeking employment. That amount of capital 
seeking employment is not the property of the Bank, but it is the 
property of the depositors and the customers of the Bank, who, 
quite independently of the Bank rate of interest, are anxious to 
nnd some means of investing their unemployed capital, and it is 
the desire of those persons to invest that unemployed capital 
which gives rise to the spirit of speculation. In my view, the 
rate of interest is merely an index of the amount of unemnlqyed 
capital seeking investment. It is not the cause of the speculation, 
but it is merely an index to it.’’ 

Secondly. The next charge against the Act of 1 844 is, 
that it does not admit of those occasional expansions of 
the amount of notes in circulation, which are often 
required by the domestic transactions of the country. 

On this point we quote the language of the Governor, 
Mr. Weguelin : — 

“ The quarterly oscillation of the English circulation amounts 
to from 2,000,000/. to 2,500,000/. in notes, and probably from 
500,000/. to 800,000/. in coin. There is also noticeable a weekly 
vibration of both notes and coin. These effects are produced by 
the payment of dividends, salaries, wages, &c., and the receipt 
on the other hand for revenue and the setting free of circulation 
by the gradual disbursements of the public. 

“I notice this ebb and flow of the circulation, to show how the 
proportion of bullion which guarantees the active circulation may 
vary. Eor instance : —The active circulation at one time of the 
quarter is 18,000,000/., at another 20,500,000/. : as 14,500,000/. 
are issued on securities, it follows that 3,500,000/. is the bullion 
guarantee of 18,000,000/., and 6,000,000/. the bullion guarantee 
of 20,800,000/., or a varying proportion of 19 and 29 per cent. 
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moncy-chang^ers, now became also money-lenders. They became 
also money-borrowers, and allowed interest on the sums they 
borrowed. They were agents for receiving rents. They lent 
money to the king on the security of the taxes. The receipts 
they issued for the money lodged at their houses circulated from 
hand to hand, and were known by the name of ‘goldsmiths’ 
notes.* These may be considered as the first kind of bank notes 
issued in England. 

“When our merchants became enriched by commerce, they 
wished for a place of security in which they might deposit their 
wealth. Hence they usually sent their money to the mint in the 
Tower of London, which became a sort of bank. The merchants 
left their money here when they bad no occasion. for it, and drew 
it out as they wanted it. But in 1640, King Charles I. took 
possession of 200,000/. of the merchants’ money that had been 
lodged in the mint ; and from that period the merchants kept 
their money in their own liouses, under the care of their servants 
and apprentices. On the breaking out of the civil war between 
Charles I. afid the Parliament, it became very customary for the 
apprentices to rob their masters, and then run away and join the 
army. As the merchants could now place no confidence either 
in the public authorities or in their own servants, they were 
under the necessity of employing bankers. These bankers were 
the goldsmiths.” * 

Bank notes are frequently referred to in our Acts of 
Parliament as “Bankers’ or Goldsmiths’ notes.” — In the 
Act of 1704, which removed all “doubts” as to their 
legality, they are mentioned as “ notes made and signed 
by any person or persons, body public or corporate, or by 
the servant or agent of any corporation, banker, gold- 
smith, merchant, or trader.” Even the notes issued in 
Ireland were called goldsmiths’ notes. By an Act of the 
Irish Parliament passed in 1709, “ Notes issued by any 
banker, goldsmith, merchant, or trader,” whether payable 
to order or bearer, were rendered assignable and indors- 
able over as inland bills of exchange. And in 1729, the 
forgery of bills of exchange, goldsmiths’ or bankers’ notes, 
above the value of 51 , was declared felony, and the felon 
was to be burnt in the hand or transported at the plea- 
sure of the Court. 

After the establishment of the Bank of England in 
the year 1694, the notes of that corporation superseded 

* The “ History and Principles of Banking,” p. 21. 
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the goldsmiths’. The business of banking, too, became 
gmdually separated from that of a goldsmith, though we 
learn from a speech delivered in Parliament, in the year 
1746, that most of the London bankers were at that time 
members of the Goldsmiths’ Company. 

I am not aware that w'e have any authentic details 
of the rise and progress of country banking in England. 
It is generally understood that very few country banks 
existed previous to the American war — that they rapidly 
increased after the termination of that war — that they 
received a severe check in the year 1793, when twenty- 
two became bankrupt, and that they increased with won- 
derful rapidity after the passing of the Bank Restriction 
Act. Since the year 1808, every bank that issues notes 
had been compelled to take out an annual licence — and 
since 1804, the notes have been subject to a stamp duty. 
This duty was increased in 1808, and again in 1815. 

^ In the year 1775, bankers were prohibited by Act of 
Parliament, to issue notes of a less amount than 20«. 
And in 1777, they were prohibited to issue notes of a less 
amount than 51 , But after the passing of the Bank 
Restriction Act in 1797, the last restriction was removed, 
and the country banks commenced issuing notes of U. and 
2Z. And in 1822, the permission to issue such notes was 
continued until the expiration of the bank charter in 
1833. But after tho memorable panic of 1825, the 
government refused ' to issue any more stamps for notes 
under 5^., and it was enacted that all such notes already 
stamped should cease to be issued by the bankers after 
the year 1829. 

The speculations that preceded the panic of 1825 were 
attributed by the government of the day to a wild spirit 
of speculation fostered by the country banks. To guard 
against the recurrence of similar evils, not only were notes 
under 51 , abolished, but two other measures were intro- 
duced. Banks of Issue consisting of more than six part- 
ners were permitted to be formed at greater distance than 
sixty-five miles from London j and the Bank of England 
was induced to open branches in the provinces. 

And here it will be proper to notice a peculiarity in 
the county of Iiancaster, and particularly in Manchester 
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“ Now with regard to the oscillation of the internal circulation 
of the country, I may notice that there ‘is, periodically, a demand 
for currency from the Scotch and Irish banks, which, whilst it 
produces a most sensible effect upon the Bank of England reserve, 
is uncontrollable by any action of the Bank. At certain periods of 
the year, especially after harvest, the demand for currency com- 
monly greatiy exceeds the authorized issue ; and as the excess 
must be issued on gold deposited in certain specified places, that 
gold is withdrawn from the Bank reserve, to be again restored to 
It when the reflux of the currency of the Scotch and Irish banks 
takes place, which is usually in the months of December to March. 
The Scotch banks very generally exceed their authorized aggre- 
gate issue; but with the Irish banks, although the aggregate 
issue is not usually exceeded, yet it often happens that some are 
in excess, whilst others are under the authorized amount. But 
as each barik has to provide for its own excess, the demand on 
the London bullion reserve is as great as if the whole Irish circu- 
lation had gone beyond its limit. 

Again, there are times and circumstances in the external 
demand for treasure which may render the maintenance of the 
limit impossible ; circumstances, I mean, over which no action of 
the Bank can exercise control. I allude to Government loans in 
a state of war. The Government is enabled to borrow on its stock 
to an amount, and at a rate of interest, which has no affinity to the 
rate of discount which the Bank may think it necessary to demand. 
Having made its contract for the loan, it can use the proceeds by 
exporting treasure for the payment of troops on foreign service, 
wholly irrespective of any action on the part of the Bank.” 

Thirdly. It is alleged that the Act of 1844 tends to 
produce and to aggravate pressure, and at the same time 
deprives the Bank of England of the power of granting 
adequate assistance, even when the pressure is most 
urgent, and when assistance can be rendered without any 
danger of affecting the foreign exchanges. 

With reference to this charge, we again quote the lan- 
guage of the Governor, Mr. Weguolin : — 

“ In periods of a drain of bullion, it makes no distinction as to 
the causes of the drain. Its theory is, that the Bank should be 
governed in its action by the rate of interest out of doors ; and 
that whenever it has the power to raise the rate of discount, it 
should use it. But here no distinction is drawn between a drain 
for exports, which is the consequence of an inflation of credit, and 
a drain for the internal accommodation of the country, which may 
be caused by discredit, or which may merely represent the natural 
oscillation of the currency. 
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These two causes, in my opinion, require opposite treatment. 

“ The limitation of issue, which in the former case is salutary 
by forcing the Bank to defend its treasure by action on the rate 
of interest or restriction in the discount of bills, in the latter case 
of internal discredit would add to and intensify the difficulty ; or, 
in the case of the natural oscillation of the currency, leads to 
erroneous conclusions in the public mind as to the true position 
of the Bank in times of difficulty.” 

We further quote the language of another director, Mr. 
John Horsley Palmer : — 

** It has had the effect of creating an undue expansion of credit 
upon the increase of bullion during a favourable exchange with 
foreign countries by the frequent and great reduction in the rate 
of interest by the Bank of England, with the view of increasing 
the amount of bids of exchange under discount at such reduced 
rates of interest, which, when established, did not accomplish the 
object to any extent. Witness the periods of 1844-45, 1848-49, 
1850, and 1852. In a period of commercial discredit, subsequent 
to an unfavourable exchange with foreign countries, the bill has 
rendered the Bank powerless under a temporary pressure on the 
part of the public (the unfavourable change having long ceased), 
oy the limitation of issue imposed upon the Bank when a much 
larger amount of gold was in the issue department than was 
requisite to secure the convertibility of the bank note. This was 
clearly exhibited by the effect produced by the Order in Council 
issued in October, 1847, upon the eve of a universal commercial 
failure in the metropolis ; upon which order being issued, autho- 
rizing an unlimited issue of notes by the Bank of England, the 
demand for accommodation by the public immediately ceased.” 


SECTION 11. 

APPLICATIONS OP REASONING WITH REGARD TO THE CIR- 
CULATION OF COUNTRY NOTES IN ENGLAND. 

Country bank notes were originally called Goldsmiths’ 
notes — similar notes having been first issued by the gold- 
smiths of London. 

“ That part of the business of banking which consists in the 
borrowii^ of money, with a view of lending it again at a higher 
rate of interest, does not appear to have been carried on by 
bankers until the year 1645, when a new era occurred in the 
history of banking. The goldsmiths, who were previously only 
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To examine into the truth of these opinions, a Com- 
mittee of the House of Commons was appointed in the 
year 1840, to consider the state of the law with reference 
to Banks of Issue. The Committee examined witnesses 
during the sessions of 1840 and 1841 ; but the only prac- 
tical result was that an Act was passed requiring weekly 
returns of their circulation from every bank of issue.* 

Such was the state of the currency question when 
the late Sir Kobert Peel came into office in the year 1841. 
The Charter of the Bank of England was subject to 
renewal in the year 1844, and in that year was passed an 
Act of Parliament to regulate the issue of bank notes, 
and for giving to the Governor and Company of the Bank 
of England certain privileges for a limited period. ”t 

The charges against the country circulation had been, 
that it was unsafe, excessive, and ill-regulated. The Act 
of 1844 dealt chiefly with the second of these accusations. 

According to the provisions of this Act, no new bank of 
issue was permitted to be established in the United King- 
dom, and the maximum amount of notes which each 
existing bank of issue might Issue upon an average of four 
weeks should, after the 10th October, 1844, be the aver- 
age amount of the notes in circulation during the twelve 
weeks ending the 27th April, 1844: that returns should 
be made to government of the average amount of notes in 
circulation during each week, and if, upon an average of 
four weeks, the amount in circulation exceeded the autho- 
rized amount, the bank should be subject to a penalty 
equal to the amount of that excess. That if any existing 
bank not having more than six partners should increase 
the number of partners to more than six, it should lose 
the privilege of issue. .That if any two banks should 
unite, so as to increase their number beyond six, they 
shall lose the right of issue. And if any banker shall 
become bankrupt, or cease to carry on the business of a 
banker, or cease to issue notes, it shall not be lawful for 
such banker at any time thereafter to issue any such 
notes. 

The charge of being unsafe the Act did not meddle 
with, except so far as limiting the issues of each bank, and 

♦ 4 & 5 Victoria, c. 50. f 7 & 8 Victoria, c. 32. 
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prohibiting any new bank of issue, may be regarded as 
elements of safety. But the Act of 1844 left the country 
circulation still unregulated by the amount of gold in the 
Bank of England. In the month of October, 1844, when 
the Act came into operation, the amount of gold in the 
Bank of England was 12,149,367/. On the 23d of 
October, 1847, the amount of gold was 6,745,354/., but 
the law required no corresponding reduction in the 
amount of the country circulation. On the 10th of July, 
1852, the gold had advanced to 21,845,390/., but the law 
permitted the country circulation no corresponding ex- 
pansion. It does not therefore appear to have been the 
object of the Act, that the country bankers should regu- 
late their issues by the amount of gold in the Bank of 
England. 

The following are the average amounts of the country 
circulation during the previous five years : — 

£ 

1S39 .... 11,715,527 

1840 .... 10,457,057 

1841 . . . 9,671,643 

1842 .... 8,249,052 

1843 .... 7,667,916 

This decline was attributed by the country banks to 
the dulness of trade, the low price of corn, and other 
temporary causes. But, doubtless, there were also other 
causes of a more permanent description. Some country 
banks had withdrawn their circulation, and issued the 
notes of the Bank of England, in consequence of advan- 
tageous proposals from that establishment. The increased 
facilities of travelling by railway, and other means, had 
tended to diminish the amount of notes in circulation, by 
causing them to be returned to the bankers more rapidly 
for payment. The uniform penny post commenced in 
January, 1840, and the registry of letters in July, 1841; 
and these enabled every country banker to send off to 
London every night the notes of other bankers he had 
received during the day, and thus the circulation was 
reduced. The practice of keeping banking accounts had 
also extended very much, so that, instead of carrying 
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anti Liverpool. In these places there were no country 
notes, and but a small proportion of Bank of England 
notes. The circulation consisted mainly of bills of ex- 
change, which passed from hand to hand like bank notes, 
having the endorsement of all the parties through whose 
hands they had passed. In Liverpool large notes were 
required to pay the duties at the Custom House ; and in 
Manchester small notes were required* to pay wages. 
These were obtained from the Bank of England in London : 
but the transactions between manufacturers and dealers 
were transacted by bills of exchange, and as these bills 
were all made payable in London, bank notes were not 
required in Manchester and Liverpool, even for the pay- 
ment of these bills. 

The measures adopted by the Legislature in the year 
1826, led to the establishment of branches of the Bank of 
England in Manchester and Liverpool. From this period 
the circulation of bills of exchange declined, and was 
superseded by Bank of England notes. This was accele- 
rated by the circumstance that the joint-stock banks 
formed in these places did not issue their own notes, but 
those of the Bank of England. This establishment had 
offered to discount for the joint-stock banks at 1 per cent, 
less than they charged to the public, and the joint-stock 
banks thought it more for their interest to obtain the 
notes of the Bank of England on these terms, than to 
issue notes of their own. The circulation of the country 
now consisted of notes of the branches of the Bank of 
England, notes of the joint-stock banks, and notes of the 
private bankers ; and as many of the weak private banks 
had ceased to exist, and as others had merged into joint- 
stock banks, and as all notes under 51 , were abolished, it 
was supposed that the country had now obtained the 
advantage of a secure circulation. 

But in the latter end of the year 1836 another panic 
arrived, vrhen it was discovered that the country circula- 
tion wan. again at fault. But the charge now was, not 
that it was unsafe, but that it was excessive ; and this 
charge of having issued to excess was more especially 
directed against the joint-stock banks. 

Here it may be observed that in the panic of 1825 the 
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amount of country notes in circulation was unknown. No 
returns at that time were made to the government, and 
the amount of notes in circulation could only be calcu- 
lated, and that very imperfectly, from the number of 
stamps, of different denominations, issued from the Stamp 
Office. But in the year 1833, the Chancellor of the 
Exchequer, Lord Althorpe, obtained an Act (3 & 4 William 
IV. c. 83), which required all banks issuing promissory 
notes, to make returns to the Stamp Office of the average 
amounts of notes in circulation in the quarters ending the 
first day of January, April, July, and October in each 
year. The quarterly average was to be formed from the 
amount in circulation at the end of each week. These 
quarterly returns were afterwards published in the London 
Gazette. 

From these returns it was evident that the country 
circulation had increased by the beginning of the year 
1836; and as a general spirit of speculation prevailed at 
the same time, it was inferred that the country circulation 
was the cause of this speculation ; and as, by the end of 
the year, the speculations had ended in panic, the country 
circulation was the cause of this panic. 

Another panic occurred at the end of the year 1839; 
and here again blame was cast on the country notes. But 
the complaint now was not that the country circulation 
was unsafe or excessive, but that it was ill-regulated. An 
opinion had been adopted by some distinguished Political 
Economists that the country circulation, as well as that 
of the Bank of England, ought to correspond at all times 
with the amount of gold in the Bank of England. It is 
true that the circulation of the Bank of England did not 
fluctuate in exact accordance with this amount of gold. 
But the country circulation did not correspond even with 
that of the Bank of England. And as the fluctuations in 
the country circulation did not correspond with the 
fluctuations either of the gold of the Bank of England or 
with the notes of the Bank of England, it was assumed 
that the country circulation was ill-regulated ; and being 
ill-regulated, it was assumed to be the cause, or at least 
one cause, of the panic that occurred at the end of the 
year 1839* 
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notes in their pockets as formerly, people now lodged 
their notes with their banker, and made their payments 
by giving cheques on the bank. 

From these causes it seems probable that the actual 
issue of the country banks would not have regained its 
former amount, even if the Act of 1 844 had never been 
passed. The Act, however, had the necessary effect to 
render the actual circulation less than even the authorized 
issue. If you apply a maximum to a fluctuating circula- 
tion, the average amount must be less than the maximum. 
If in April, when the circulation is at its highest, the 
amount is less than the maximum, it will fall still lower 
in August. The maximum, too, was divided among many 
banks ; each banker was obliged to keep below his share 
of the maximum, and when all these shortcomings are 
added together they amount to a considerable sum. The 
penalty, too, was so great — equal for every ofience to 
the amount of the excess — that prudent bankers 
kept their circulation much below their maximum, in 
order to avoid the chance of incurring these heavy 
penalties. 

There are several circumstances which show that 
in some instances the Act was felt to be a restriction. 
Attempts have been made to evade its provisions. The 
first occurred when Sir Charles Wood was Chancellor of 
the Exchequer, and he issued a circular letter to the 
country bankers, stating that if such attempts should be 
continued he would introduce a more stringent measure. 
The second took place more recently. When the Act was 
passed authorizing cheques to be drawn beyond fifteen 
miles upon a penny stamp, some banks issued on a penny 
stamp, cheques which," in form, resembled bank notes. 
The Stamp Act since passed prohibits this practice. We 
have observed, too, in reference to individual banks, 
that in the returns the fourth week is often less than the 
three preceding weeks. The average is taken every four 
weeks. If a banker finds that in the first three weeks he 
has exceeded his limit, he stops his own issues and sends 
to London for a supply of £5 and £10 Bank of England 
notes. Even this may not be sufficient, and then he 
sends his clerks round to all the neighbouring banks, 
asking, “ Have you got any of our notes i If you have, 
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we wish to pay them immediately, in order to keep down 
our average.” Another circumstance which shows that 
the Act is felt to be a restriction is, that some joint- 
stock banks do not issue notes at all their branches. 
They issue to their authorized amount at a portion of 
their establishments, and at the rest they issue the notes 
of the Bank of England. A further symptom of the inade- 
quacy of the country circulation, is the increased circula- 
tion of the branches of the Bank of England. In 1836, 
when the country circulation was 1 1,700,000/., the branch 
circulation was 3,500,000/. In the year 1846, the country 
circulation was only 7,700,000/., and the branch circula- 
tion had increased to 6,500,000/. 

The following are the fluctuations in the country circu- 
lation previous to 1844 : — 

“ On inspecting the monthly returns of the country circula- 
tion for the last ten years, we find that the highest amount is in 
the month of April : thence it descends, and arrives at the lowest 
point by the end of August, which is the lowest point in the 
year. It gradually increases to November; a slight reaction 
takes place in December ; but it then advances until it reaches 
the highest point in April. The general law is, that the country 
circulation always makes one circuit in the year — being at its 
lowest point in August, and advancing to December, and con- 
tinuing to advance to its highest point in the month of April, 
and then again descending to its lowest point in August.’ 

Upon inspection of the public returns, we find that 
the country circulation since 1844 has fluctuated in the 
same manner. We find, too, that the country circulation 
at these two periods (before and after 1844) conform to 
each other, not only in their compliance with these laws, 
but also in their exceptions to these laws. The years 
1836 and 1839 were years of panic, and as panics usually 
occur at the end of the year, the country circulation at 
the end of these years was less than in the preceding 
August. The year 1847 was also a year of panic, and 
here we find, too, that the circulation was lower in 
December than in August — 

April. August. December. 

£ B £ 

1836 . . . 12 , 403.634 — 11 , 658,494 — 11 , 228,594 

1839 . . . 12 . 602,312 — 10 , 868,785 — 10 , 698,390 

1847 . . , 8 , 024,168 — 7 , 133,525 — 5 , 939,007 
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The country circulation is divided into two classes — 
that of the private banks, and that of the joint-stock 


banks. 

£ 

167 Private Banks are authorized to issue . . 4,616,609 
65 Joint Stock Banks are authorized to issue . 3,325,857 


Total authorized issue 7,942,466 


By the provisions of the Act, if any bank, not having 
more than six partners, should increase its partners to a 
greater number than six, it would lose the power of issue, 
and any bank that should once cease to issue, could not 
afterwards resume the power. Since the x\ct was passed, 
thirty-seven country private banks have ceased to issue : 
these are — 


11 banks within the circle of 65 miles, whose £ 

fixed issue was 110,194 

26 banks without the circle of 65 miles, whose 

fixed issue was 426,604 


37 Total. Total 536,798 


Within the same period seven joint-stock banks, having 
a fixed issue of 169,589/., have ceased to issue. The 
original certified issue of 8,648,853/. has thus been reduced 
to the above sum of 7,942,466/. 

We will now classify the country circulation topo- 
graphically. Within a circle of 65 miles of London, a 
circle of 130 miles in diameter,. there is no joint-stock 
bank of issue. The issuing country banks may, therefore, 
be divided into those within this circle, and those with- 
out it. And we then find — 


47 Private Banks, within the circle, are authorized £ 

to issue 1,303,318 

120 Private Banks, without the circle, are authorized 

to issue 3,313,291 

65 Joint-Stock Banks, without the circle, are autho- 
rized to issue 3,325,857 


Total Country Circulation . . . 7,942,466 
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But we have referred here to the authorized circu- 
lation. We will now take a view of the actual circulation. 
We will take that of the year 1853, and refer to the 
months of April, August, and December. — 



Authorized 

Circulation. 

April. 

August. 

December. 

47 Private Banks, ) 
within the circle ) 
120 Private Banks, ) 
without the circle \ 
65 Joint-Stock Banks 

£ 

1,303,318 

3,313,291 

3,325,857 

£ 

1,010,932 

2,852,361 

3,132,888 

£ 

940,184 

2,708,110 

2,984,629 

£ 

984,581 

2,849,172 

3,056,085 


It will thus be seen that, as compared with their respective 
authorized circulations, the actual circulation of the private 
banks is less than that of the joint-stock banks, and that of 
the private banks within the circle is less than that of the 
private banks without the circle. At the same time each 
class of bank illustrates the law, that the country circula- 
tion is the highest in the month of April, and the lowest 
in the month of August (1854). 


As an appendix to this section, I may adduce extracts 
from my own evidence before the Committee on Banks 
of Issue” in the year 1841, It may be observed that at 
this period some of our most eminent political economists 
contended that our currency ought to be regulated by the 
foreign exchanges, and that the amount of notes in circu- 
lation throughout the country should at all times be 
made to correspond with the amount of gold in the Bank 
of England. To refute this statement I constructed a 
number of tables, showing the oscillations which periodi- 
cally took place in the circulation of the Bank of England, 
the country banks, the banks of Scotland, and the banks 
of Ireland. These tables I submitted to the parliamentary 
committee. The committee came to no resolution upon 
the soundness of the principles I laid before them ; but I 
am gratified to observe that in 1857 several of the directors 
cf the Bank of England gave similar opinions before the 
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Committee on the Bank Acts. I shall here notice only the 
evidence that refers to the country banks : — 

‘‘The general law is, that the circulation always makes one 
circuit in the year, being at its lowest point in August, and 
advancing to December, and continuing to advance to, its highest 
point in the month of April, and then descending to its lowest 
point in August. In this period of six years there are two 
exceptions to the rule with regard to the advanees from the end 
of August to December, and those two exceptions are the years 
1836 and 1839 ; those were two years of pressure ; and in those 
two years the circulation, instead of advancing from August, as it 
would have done according to the ordinary law, declined ; which 
shows that tlie country bankers could not increase their circu- 
lation to relieve tliemselves from the pressure, but were obliged, 
in consequence of the pressure, to let the circulation decline. 

“ The check upon the private bankers is, that their circulation 
cannot be issued to excess ; whereas, if you had a bank which 
should issue notes for so much gold, then every time there was a 
favourable course of exchange, there would be a large issue of 
notes, which notes would necessarily reduce the rate of interest, 
lead to speculation, and turn the exchanges again by causing 
investments to be made in foreign countries. Now, as issues are 
at present conducted, bankers are under several checks which 
would not apply to such a bank ; for instance, the check of the 
interchange with each other of their different notes once or twice 
a week, and the check of having their notes payable on demand ; 
whereas the notes of such a bank as you suppose would not be 
diminished except when gold was wanted to be sent abroad. 
Another check is the practice of giving interest upon deposits, by 
which all the surplus circulation is called in and lodged with the 
banks; now, such a bank as you have supposed v^ould not be 
under the control of those checks, and it would be under the 
necessity of increasing the circulation whenever the exchange 
became favourable ; and we know by experience, that the most 
sure way of making the exchanges unfavourable is a previous 
excessive issue ; that previous excessive issue would necessarily 
arise, on the principle you have supposed, every time the exchange 
was kvourable. 

“ I have stated that a banker, as a dealer in capital, may create 
a demand for additional circulation, and also, if he chooses to con- 
tract his advances, he may, no doubt, reduce the demand for that 
circulation ; if a country banker has 100,000/. lent to different 
tradespeople all around him, if he calls that 100,000/. in, he will 
cramp ana paralyse the trade of the district, and the result will 
necessarily be, that there will be a less demand for circulation, 
and therefore he may, by diminishing or increasing the amount 
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lent to his customers, diminish or increase the amount of the 
circulation; but be has no power of increasing the circulation 
beyond the amount wanted for the trade of the country. 

“1 think that I have stated distinctly, that as a mere supplier 
of currency, he has not the power of contracting or increasing the 
amount of currency wanted for the district ; as a dealer in capital, 
he may advance capital or withhold capital, and therefore that 
will have an effect upon the amount of currency ; but if the ques- 
tion refers to the amount of his own notes, of course he can call 
in the amount of his own notes if he chooses to pay out the notes 
of another bank, or pay sovereigns instead. 

The country bankers generally have the same power as I have 
expressed with regard to one country banker ; they have no power 
of extending their circulation beyond the legitimate wants of the 
district, because the notes will not circulate beyond the district, 
because those notes are payable on demand, because the bankers 
exchange with each other, and thus present for payment all super- 
fluous notes, and because they draw from circulation, by giving 
interest for it, what is not in a state of activity ; they have, how- 
ever, the power of contracting their own circulation, by substi- 
tuting another ; but they have not the power of keeping from 
the district some kind of circulation adequate to what the trade 
of that district may require.’’ 

The following evidence was given by Mr. Weguelin, 
before the Bank Acts Committee : — 

“ Do you believe it is in the power of a country banker to 
regulate the amount of his issues by any means whatever, so as 
either to increase or to diminish them at his own pleasure ? — He 
may diminish them, but it is hardly in his power to increase them, 
except by the gradual influence of his credit and position, and the 
extension of his business. 

“Do you think tliat he could diminish his circulation, if he 
had a large amount of deposit belonging to his customers, below 
the amount required for the convenience of his customers ? — Of 
course he must substitute some other medium; if he did not 
issue his own notes, he must issue bank notes or gold in payment 
of his liabilities. 

“ He can only diminish the circulation of his own notes by 
substituting notes of the Bank of England, or by substituting 
coin,, as a legal tender for his obligations ? — Yes. 

“ But he could not, by any power that he possesses, either con- 
tract or increase the amount of his circulation as a whole P— No, 
I apprehend not. 

“ That would be determined by causes over which he had no 
power ?— Certainly. 

“ Therefore, as long as a banker has a bank of deposit as well 
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as of issue, the amount of his notes in the hands of the public 
must be determined by the wants of his customers, and not by 
his own will ? — Yes ; the amount of his circulation of course 
depends upon the wants of the public, not upon the wishes of the 
banker.’^ 

“ Then I understand you to say, that whether as regards the 
Bank of England, or as regards country issuers, the amount of 
their circulation from time to time is not determined by tlie will 
of the one or the other, but by the wants of the public from time 
to time ? — Certainly.” 

‘‘In your former evidence, you stated that you had found by 
experience in the management of the Bank of England, that the 
Bank had no power of its own, either to increase the amount of 
notes in the hands of the public, or to diminish them at any par- 
ticular moment ? — No, 1 think that is independent entirely of the 
management of the banking department of the Bank. 

“Do you know of any reason why a different rule in that 
respect should apply in the case of country banks ; do you think 
they have more power over their issue than you have over yours ? 
— No, I think not. 

“ When you say that bankers have no power over their issues, 
do you mean that they liave no power to increase the permanent 
aggregate amount, or do you mean that they have no power to 
increase the amount at any particular time ? — I think that as 
bankers they have no power to increase their circulation ; 1 think 
it is possible that at times when there is a great spirit of specu- 
lation in the country, the circulation of bank notes may increase 
by reason of the increased wants of the country to support that 
speculation. 

“That is when there is an increased activity of trade, whether 
it be speculative or real ? — Just so ; such as large works going on. 

“ And high prices ? — And high prices. 

“ But the increased circulation would be the consequence, not 
the cause of such a state of things?— Just so.” 

Letters were laid before the Bank Acts Committee of 
1857 from several private and joint-stock banks of issue, 
asking for an extension of the averages, and for permission 
to issue notes against equal amounts of gold and silver, in 
the same way as the banks of Scotland and Ireland. 

“ We beg to call your attention to clauses 13, 17, 18, and 19, 
which provide that the averages of our circulations, taken for 
each succeeding period of four weeks, shall not exceed certain 
ffxed limits. 

“We beg respectfully to represent, that, in consequence of 
the shortness of the time permitted us by these clauses for 
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taking the averages, we are unable to avail ourselves of out 
circulations to the full extent granted us by law, by amounts 
varying from 5 to 10 per cent, of our circulations, according to 
circumstances. 

“ At certain seasons of the year there are temporary demands 
for increased local circulation, arising from fairs and other causes. 
We cannot at these times extend our circulations, for fear of 
being unable to contract them, so as to reduce the average within 
the limit in the short time allowed for that purpose, and are there- 
fore compelled to substitute gold and Bank of England notes, to 
the no small annoyance of our customers, gold being an incon- 
venient medium of exchange for large amounts, and Bank of 
England notes not being freely taken in country districts. When 
this temporary demand ceases, a further effect of this unnatural 
restriction is felt by us: our circulations contract, and we are 
unable to restore them to their natural limit until another period 
of activity commences. 

“ We beg respectfully to represent, that if the time permitted 
us for taking the averages of our circulations were extended from 
one month to six months, and the year divided into two periods 
of six months each, we should then be able to avail ourselves of 
our circulations to very nearly the full extent permitted us by 
law, and to facilitate the transaction of business to our customers 
and the public generally. We believe that bankers throughout 
the country would look upon this change with great satisfaction; 
and as it would not in any way infringe upon the principle of the 
Act of Parliament above referred to, we beg respectfully to 
suggest that this change should be embodied in the Bill to be 
brought before the House of Commons during the present 
session. 

“ We would further respectfully represent that, by the Scotch 
and Irish Banking Acts of 1845, 8 & 9 Viet. c. 37 and 38, which 
are complements to the English Act of 1844, the Scotch and Irish 
banks are allowed to issue, beyond their fixed limits, a sum equal 
to the amount of gold and silver held by them respectively, in 
accordance with the principle which regulates the issue depart- 
ment of the Bank of England, 

“We therefore respectfully suggest that we should be put upon 
the same footing as the Scotch and Irish banks in this respect, 
and thus be enabled to meet with greater regularity and cer- 
tainty the legitimate business wants of our respective districts 
than we are able to do at present, and to obviate the difficulties 
and inconveniences under which we at present labour. As this 
would be in entire accordance with the principles of the legislative 
measures of 1844 and 1845, we trust tnat Parliament wifi see no 
difficulty in granting the concession.” 
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The enactments against the formation of new banks of 
issue, and against banks of not more than six partners 
continuing their issues, should their number exceed six, 
are thus referred to by Mr. Wilson, the late Secretary of 
the Treasury, in his examination of Mr. Weguelin before 
the Committee on the Bank Acts in 1857 : — 

“ Will you refer to page 3, of the paper number 20, before the 
Committee ; there you will find that there were in England 208 
private banks of issue, and 72 joint-stock banks of issue ; without 
any inquiry into the solvency or condition of those banks, the 
Act of 184:4 gave them an actual monopoly of the circulation 
which they then had, and without taking any security whatever 
for the convertibility of those notes. 

“ It appears that there were 208 private banks in existence at 
the time of the Act of 1844, which continued as banks of issue, 
and that there are now in existence 157 of those banks ; that 
there have ceased to issue by compounding with the Bank of 
England eight, and that there have ceased by failure twenty-one ; 
and that the remainder have either ceased to carry on business, 
or have been joined to other banks, or are now carrying on busi- 
ness as non-issuing banks. So that the twenty-one private banks 
and the six joint-stock banks are those wliich have failed. 

Then if you take the circulation from the 3d of January, 1846, 
when both Acts were in full operation, you will observe that the 
circulation of the private banks is 4,505,823/., and that of the 
joint-stock banks 3,162,742/. Now, if you look at the end of the 
last Return, you will find that the circulation of the private banks 
has fallen from 4,505,823/. to 3,761,062/., and that the circulation 
of the joint-stock banks remained exactly what it was, 3,159,608/. 
So that it appears that the private banks have been decaying, and 
going down during the whole of that time ; but their place has 
not been filled up by joint-stock banks ; whereas previously to 
the Act of 1844, you find that whatever the private banks lost, 
the joint-stock banks gained ; but since 1844 it appears, that 
what the private banks lose, the joint-stocks do not gam. 

“ Prior to the Act of 1844, you will observe that the circulation 
of the joint-stock banks increased in proportion as that ot the 
private banks diminished; but after 1846, when the Act limited 
to each bank a specific amount of circulation, the circulation of 
the joint-stock banks did not increase in proportion to the de- 
crease of private banks. 

‘‘Would not that state of the law, with respect to country 
banks, have a prejudicial effect in two ways upon the public. In 
the first place, if there was an old badly-conducted bank m any 
place, a good bank could not come into existence there, because^. 

z 
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not having the right of issue, it could not compete with the bad 
or inferior bank, which had the right of issue. Or if there were 
two banks in the place, the one a decaying private bank, and the 
other a Joung energetic joint* stock bank with abundance of 
capital, the circulation of the declining private bank could not be 
supplied by the natural increase of circulation which the increasing 
business of the joint- stock bank would have given to it.’’ 


SECTION III. 

APPLICATIONS OF REASONING WITH REGARD TO THE CIR- 
CULATION OF BANK NOTES IN SCOTLAND. 

In this section we shall notice, — First, the constitution 
of the banks in Scotland by whom the notes a're issued. 
Secondly, the banking operations by which the notes are 
put into circulation. Thirdly, the laws which regulate the 
fluctuations in the amounts. Fourthly, the effects of the 
Act passed in 1845 for regulating the currency in Scot- 
land. 

I. — The Constitution of the Banks in Scotland that 
issue Notes. 

1. With the exception of one private hanh in Edinburgh, 
all the hanhs in Scotland are hanks of issue. — In the 
year 1826, the number of issuing banks in Scotland was 
thirty -two. Now, they are only seventeen, although twelve 


new banks of issue have since been formed. 

N umber of issuing banks in 1826 32 

Issuing banks since formed 12 

44 

Failed, wound up, or merged in other banks .’ 27* 

Present number of banks 17 


2. These Banks are all Joint-Stock Banks, — By a joint- 
stock bank we mean that there is a certain amount of 
paid-up capital ; that this capital is contributed by a 
number of partners or shareholders in proportion to the 
shares they hold ; that in case any partner retires or dies, 
his capital is not withdrawn, but merely transferred to 

* See a list of these banks in “ A Practical Treatise on Banking,” by J. W. 
Gilbart, 6th edition, p. 541. 
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another party ; and that all these partners or shareholders 
are answerable, to the whole extent of their property, for 
all the debts of the bank. 

3. These Banks have numerous Partners. — By the returns 
of 1826, it appears that many of the banks had only few 
partners, although styled joint-stock banks. But a joint- 
stock bank with few partners has but little better chance 
than a private bank of obtaining immortality. Most of 
these banks have ceased to exist. Of the present banks 
there is only one which has fewer than a hundred partners. 

4. These Banks have large paid-up Capitals . — Of all 
the joint-stock banks in England, there is only one (the 
London and Westminster Bank) whose paid-up capital 
amounts to 1,000,000Z. sterling. But among the seven- 
teen banks of Scotland, there are six which have a paid-up 
capital of 1,000,000^. ; one of 1,500,000/. ; and ono of 
2,000,000/. : the total amount of paid-up capital is 
11,701,997/., making an average of 688,352/. 

Our legislators are desirous that banks in England 
should have large capitals, and hence they have enacted 
that no new joint-stock bank shall be established with a 
less capital than 50,000/. But a bank with a large 
capital must have large transactions, and a large field for 
its operations. And if it be a sound principle that banks 
should have large paid-up capitals, then restrictions upon 
the number of partners, restrictions upon the circulation, 
restrictions upon branches, and restrictions upon the 
union of banks, are enactments pre-eminent in absurdity. 

We think that the paid-up capital of a bank should 
bear some proportion to the amount of its liabilities. A 
bank having large transactions and a small capital may 
incur losses exceeding the amount of its capital. The 
total amount of paid-up capital in all the banks of Scot- 
land, we have stated to be 11,701,997/. : the amount of 
notes they are authorized to issue is 3,087,209/. The 
amount of their deposits was estimated by Mr. Blair, in the 
year 1841,* at 27,000,000/. So their paid-up capital is 
above one-third the amount of their liaoilities. 

5. These Banks are few in number . — And this, too^ 

* See evidence before the Committee on Banks of Issue. They are now stated 
to be £50,000,000 (1857). 

z 2 
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in a country where, until 1845, there was unlimited 
freedom of banking. How startling this fact must be 
to those who have told us, that if there were no re- 
strictions upon the formation of joint-stock banks, they 
would be as numerous as gin-palaces. But history 
tells us that where banking is free, the banks are 
few; and when banks are numerous, it is the effect of 
legislative enactments. In England the banks are nume- 
rous, because in the renewal of the charter of the Bank of 
England, in 1708, it was enacted, that no other bank 
having more than six partners should have the privilege 
of issuing notes. And as banks having more than six 
partners could not be formed, a great number of banks, 
each not having more than six partners, rose into exist- 
ence, as they were required by the increasing trade and 
wealth of the country. In the United States of America 
there are numerous banks ; for no bank can be established 
without a charter ; and as the state legislatures have 
thought proper to grant a large number of charters, of 
course there are numerous banks. 

6. These Banks have many Branches . — It is undeniably 
true that it is better for a country to have few banks, with 
many branches, than a great number of small independent 
banks. One advantage is, that there is greater security to the 
currency. Where there are numerous small banks, there will 
be occasional, and probably numerous failures; and if their 
capitals are small, they will sometimes lose more than 
their capital, and then the holders of their notes may 
suffer loss. But the various branches of a bank are 
interlaced together ; and if one branch sustains loss, the 
profits of the other branches are a compensation, and 
possibly in a few years the less fortunate branch may 
recover its losses. The whole capital of the bank is a 
security to the public for the notes issued at any of the 
branches. Hence local losses do not affect the public. 
The shareholders, perchance, get a less dividend, but the 
bank goes on as before. 

The banks of Scotland have large paid-up capitals and 
numerous branches. These should always go together. 
A bank that has numerous branches should have a large 
paid-up capital A bank that has a large paid-up capital 



THE CIRCtJLATIOJr OP NOTES IN SCOTLAND. 509 

should be established in a large town or city, and extend 
its branches into districts too poor to form strong banking 
institutions for themselves. This would give the less 
wealthy towns and districts the conveniences and security 
of the large capital of the parent bank, and prevent the 
formation of small and feeble banks in those localities. 

We may observe that the head-quarters of all the banks 
of Scotland are in large towns or metropolitan cities. Of 
the seventeen banks, six are in Edinburgh, four in Glasgow, 
two in Perth, two in Dundee, two in Aberdeen, and one in 
Inverness. Wo may observe that Scotland has not been 
successful in preserving small local banks. Those who 
since 182G have failed, have wound up, or have found it 
convenient to merge in larger establishments, are by no 
means few. Private banking, too, has been tried and found 
wanting. Of the four private banks that existed in Edin- 
burgh, in the year 1826, only one remains, and that is 
now the only one in Scotland. 

IT. — The Banking Operations by which these Notes 
are placed in Circulation. 

1. Current Accounts. — These are sometimes called 

Punning Accounts,” and by the Bank of England, 

Drawing Accounts.” 

The party having the account pays in to his credit bills, 
gold, or notes, and draws out the sums for which he has 
occasion. And as all the bankers’ payments are made in 
his own notes, the effects are, that all the previously 
existing currency is displaced, and the banker’s notes are 
substituted in its stead. 

This effect is produced and maintained more rapidly 
and effectively by the allowance of interest on the daily 
balance. When we say the banks of Scotland allow 
interest on current accounts, we do not mean that they 
allow interest, as is the case with some banks in London, 
merely on the lowest sum that may be to the credit of the 
account on any one day during the month, or during six 
months ; they allow interest from day to day on the full 
amount of the daily balance. Hence it is the practice for 
all parties having such accounts to pay into the banks, 
every afternoon, all the cash they have in their possession, 
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and to draw out on the following morning the notes for 
which they may have occasion. By this means they get 
a day’s interest on the sums they have placed to their 
credit. 

This practice is facilitated by the exemption from any 
charge for commission. The country banks in England 
charge a commission upon the amount of the debit side of 
a current account. Hence it is the advantage of a party 
who receives bank-notes to pay them away to other 
parties, without passing them through his banking account. 
In Scotland no such charge is made, and therefore the 
notes received are not again paid away. Indeed, a party 
would not be thought to use his own banker well, who 
should pay away the notes of another bank. He is ex- 
pected to pay in such notes to his credit, and to make all 
his payments in the notes of the bank with which he keeps 
his account. 

2. Deposit Receipts , — These deposits are usually small 
sums placed in the bank by parties who have generally 
accumulated them by their industry, and which are placed 
in the bank for safety and for interest. Their effect upon 
the currency is the same as that produced by current 
accounts, llut the transactions are for smaller amounts, 
and the operations are far less frequent. Among the 
advantages of a sound system of banking, we ought not to 
overlook its influence on the humbler classes of society. 
Scotland has always bestowed on such classes the good 
effects of the savings’ banks. The poor had always a 
place of safety in which they could deposit the fruits of 
their labour. And thus habits of industry, of prudence, 
and of forethought, were produced and maintained. 

3. Cash Credits . — A Banker is a dealer in money ; he 
borrows of one party, and lends to another ; he thus draws 
into active operation those small sums which were pre- 
viously unproductive in the hands of private individuals, 
and furnishes accommodation to those who have need of 
additional capital to carry on their operations. These 
advances are usually made in commercial towns by the 
discounting of bills ; but in agriculturatt)districts no bills 
exist. Hence the bankers, in the coun&y parts of Eng- 
land, made advances to farmers and landlords upon the 



THE CIRCULATION OF NOTES IN SCOTLAND. 511 

security of deeds. The banks of Scotland adopted a 
different mode, and invented cash credits. At the same 
time, they granted these credits only to such parties as 
had the means of circulating bank-notes; and as small 
credits could circulate more notes in proportion to their 
amount than large ones, the credits were usually confined 
to from 200^. to 500^. 

A cash credit is, in fact, the same thing as an over- 
drawn current account, except that in a current account 
the party overdraws on his own individual security, and 
in the cash credits he finds two securities, who are respon- 
sible for him. Another difference is, that ho cannot 
overdraw his current account without permission each 
time from his banker, whereas the overdrawing of a cash 
credit account is a regular matter of business — it is, in 
fact, the very thing for which the cash credit has been 
granted. As in a current account, the party having a 
cash credit may pay in or draw out fnoney, within the 
limits of the credit, as often as he pleases, and is charged 
interest from day to day on the sum overdrawn. It is 
obvious that the effect on the currency is the same in both 
cases. In the current account, the party pays in money 
every afternoon, in order to get as much interest as he 
can from the bank ; and in the cash credit, he does the 
same, in order to pay as little interest as he can to the 
bank. The result is; that all superfluous notes are daily 
withdrawn from circulation. 

4. The System of Exchanges , — ^All the banks in Scotland 
exchange their notes twice a week in Edinburgh, and pay 
the balances by exchequer bills. The Scotch bankers are 
loud in their praises of the system of exchanges. And 
justly so. But they are in error in supposing that nothing 
like it exists in England. Our country banks make their 
exchanges with each other at stated times, and pay the 
difference by a draft on London. These operations have 
the same effect as the exchanges in Scotland, of withdraw- 
ing from circulation all the superfluous notes — that is to 
say, all the notes that come into the hands of the bankers. 
But the systenj^, in Scotland is more extended and more 
uniform. Most^ of the banks have their head-offices in 
Edinburgh, or Glasgow, with numerous branches all over 
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Scotland, and hence they are better able to make* arrange-* 
ments for a uniform system of conducting their business, 
both with reference to the public, and with reference to 
one another. 

It is easy to perceive how these different arrangements 
dovetail into one another. The operations on the current 
and cash credit accounts bring out into circulation all the 
notes which the wants of the community require ; while 
the allowing of interest, and the general prevalence of 
saving habits, bring back to the banks all the notes 
which are not in active operation ; and by the system of 
exchanges, all the various notes that may be lodged in 
any one bank are immediately presented for payment to 
the respective banks by whotn they were issued. For this 
beautiful system Scotland is indebted to the sagacity of 
her bankers. 

III. — The Laws of the Circulation of Bank Notes in 
Scotland. 

Annual Variation . — One law of the circulation is, that 
the amount varies from year to year ; it is not every year 
of the same average amount. 

In the year 1 843 the average circulation was 2,74 1,84 1 1. ; 
in 1854 it was 3,789,214^. The fact is indisputable. 
The causes of this fact will adibit of difference of opinion. 
The amount of money required in any country will depend 
upon the number and amount of pecuniary transactions \ 
and these must depend upon the quantity of commodities 
sold, and the payments that are made. Hence generally 
we may state, that the amount of the circulation wiU be 
regulated by the state of commerce and agriculture. 

Looking -over the return from 1834 to 1855, we may 
trace a marked correspondence between the circulation 
and seasons of commercial excitement and depression in 
Great Britain. At the end of 1836 occurred a commer- 
cial panic ; the previous excitement had increased the 
circulation to anaverage of 3,217,887^., but after the panic 
the average, in 1837, was only 3,074,616/. At the end of 
1839 occurred another panic. The previous excitement 
had carried the average of the circulation of 1839 to 
3,246,980 /. ) but it declined during the first months of 
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1840, though it recovered by the end of the year. In 
1842 and 1843 the circulation was low. The country 
circulation of England was also low. When, in 1844, Sir 
Eobert Peel wished to fix upon the average circulation of 
the previous two years, as the maximum of the future 
circulation, both the private and joint-stock banks of 
England resisted this on the grounds that those two years 
were years of depression, and a greater amount of notes 
would be required when trade should revive. In 1844 
trade did revive ; and in addition to this, the railway specu- 
lations came on in the years 1845 and 1846. The effect 
is seen in the increase of the average circulation of Scot- 
land, in 1845, to 3,307,132/. ; in 1846 to 3,439,564/. ; 
and in 1847 to 3,516,450/. But in October, 1847, came 
another panic — trade was paralysed ; and in 1848 and 
1849 the circulation fell to 3,162,692/. and 3,134,073/. 
But in 1850 trade was again stimulated by the importa- 
tions of gold fi'om Australia, and the circulation rose. 
The average amounts in the years 1850 to 1854 were as 
follows : — 


& 

1850 3 , 225,214 

1851 3 , 242,922 

1852 3 , 403,949 


£ 

1853 3 , 789,214 

1854 4 , 055,216 


We consider it then a law of the currency, in Scotland, 
that the amount will vary annually, according to the 
excitements and the depressions in trade. 

Variations during the same Year , — A second law of the 
currency in Scotland is, that the amount during each year 
is not uniform throughout the year, but varies from month 
to month.* This is obvious to inspection. But rf we 
farther compare the different years with one another, we 
shall discover a farther law. The lowest amount of the 
circulation is in March, and the highest in November. 
The advance, however, between these two points is not 
uniform; for the highest of the intervening months is 
May or June, after which there is a slight reaction, but it 
increases again until November, and falls off in December. 


* Since 1845 the returns have been made, not every month, but every /oar 
weekt. Hence we should notice the dates of the returns : for example—a return 
for the four weeks ending December 1st, 1849, is properly the return for 
November. 
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These are statistical facts, and the uniform occurrence 
during successive years shows the existence of a law. 
The causes of these facts cannot so easily be deduced from 
the tables, but must be gathered from testimony. From 
the evidence of the Scotch bankers, before the Parliamen- 
tary Committee of 1826, we learn that the cause of the 
great increase of notes in May and November is, that 
these are the seasons for making payments. The interest 
due on mortgages is then settled; annuities are then paid ; 
the country people usually take their interest on their 
deposit receipts ; and the servants receive their wages. 
There are frequently large sums transferred by way of 
mortgage. It is the custom of Scotland to settle all 
transactions, large as well as small, by bank notes — not by 
cheques on bankers as in London. It will bo observed 
that these monthly variations occur uniformly every year ; 
while the amounts of the circulation in the corresponding 
month of different years, undergo comparatively but little 
change. The Law of 1845 has made no change in this 
respect. 

Variations in amount of Notes for large and small 
Sums . — A third law of the circulation in Scotland is, that 
the amount of notes in circulation under 51, is greater 
than the amount of notes of 51. and upwards. 

The Bank of Scotland first issued notes of \l. in the 
year 1704 ; and from that time to the present they have 
never been prohibited. In the year 1 765 a practice pre- 
vailed in Scotland of issuing notes of a less sum than 11., 
and which were made payable to the bearer on demand, 
or payable at the option of the issuer at the end of six 
months, with legal interest from the demand to that time. 
By an Act passed in that year, all notes under 11., and all 
notes having this optional clause, were prohibited. 

In the ^‘Gentleman’s Magazine,” for 1765, there is a 
description of one of these notes ; it is for one shilling 
Scots, which is equal to one penny English. It is drawn 
after the following form : — 

Sh. 1 Scots. No. Edinburgh. 

The Mason Borrowmen Company oblige themselves to 
pay to Solomon Hod, or bearer, One Shilling Scots on 
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demand, or at the option of the Directors, one shilling 
Scots, with the legal interest at the end of six months after 
the day of demand j and for ascertaining the demand, and 
the option of the Directors, the accountant with one of the 
tellers of the company are hereby ordered to sign, the day 
of presenting this I^ote, on the back of the same, 

By Order of the Court W. J., Accountant 

of Directors, G. 0., Teller, 

After the panic of 1825 it was proposed by the Go- 
vernment to abolish all notes under 51. in Scotland, as 
well as in England ; Committees of both Houses of Par- 
liament were appointed to report upon the subject. The 
evidence laid before these Committees, and probably also 
the letters of Sir Walter Scott, published under the name 
of ** Malachi Malagrowther,” had the effect of causing the 
measure to be postponed. 

The greater amount of small notes arises from the 
greater number of small transactions. This is no proof of 
the poverty of Scotland, but on the contrary of the general 
diffusion of wealth. If wo look to the present state of 
the circulation in Ireland and Scotland, we shall find 
that the small notes form the larger proportion, and the 
amount furnishes no confirmation of the doctrine, that 
small notes diminish in wealthy countries. Scotland is a 
wealthier country than Ireland, yet has a larger propor- 
tion of small notes. And the north of Ireland is wealthier 
than the south, yet the banks of Belfast have a larger 
proportion of small notes than the banks of the south. 
When large masses of the population are in extreme 
poverty, a one pound note is a luxury they never reach. 
But where a large small-note circulation exists in a 
country, and is maintained from year to year, it shows 
that the main body of the people are in that comfortable 
condition which requires the use of bank notes. 

A fourth law of the circulation in Scotland is, that in 
the comparatively poor and thinly peopled districts the 
proportion of small notes circulated is greater than in dis- 
tricts more wealthy, and more densely peopled. 

Our evidence on this point is not so ample as it would 
be if every district in Scotland bad a local bank. The 
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banks of Edinburgh and Glasgow have branches opened 
in various districts ; and as we have no returns of the cir- 
culation of each branch, we cannot tell the proportion of 
large and small notes that circulate in any one district. 
Out of Edinburgh and Glasgow there are local banks at 
Perth, Dundee, Aberdeen, and Inverness. And we find 
that these local banks circulate a larger amount of small 
notes, in proportion to the whole circulation, than is 
circulated by the other banks. We also find that the 
Western Bank of Scotland, which has a great number of 
branches established in thinly peopled districts, circulates 
a large proportion of small notes. Generally speaking, 
the banks that have the greatest number of branches cir- 
culate the largest proportion of small notes. And this 
establishes our law ; for where the branches are numerous, 
some, if not many of them, must be established in the 
rural districts. 

Fifthly, we may observe, as a law of the circulation in 
Scotland, that the small notes in circulation do not fluc- 
tuate in exact conformity with the fluctuations in the 
amount of large notes. 

In Ireland, when the total circulation is at the highest, 
the circulation of the small notes is at the highest, and 
higher in proportion than when the total circulation is 
lower. It is not so in Scotland. The highest circulation 
in the year 1854 was during the four weeks ending June 
10th and November 25th. In these periods the small 
notes were also high, but not so high in proportion 
to the large notes as in the months ending April 15th 
and September 30th. The difference between the tw<^ 
countries arises from this : — In Ireland, the increase in the 
circulation from September to January arises frora the 
harvest ; and as the produce is purchased from the, farmers 
in small quantities, the greatest increase is ip the small 
notes. But in Scotland, the increase of the , circulation in 
May and November arises from large p^thents, such as 
we have mentioned ; and therefore the greatest increase is 
in large notes. It is not the custoi^to make these pay- 
ments by cheques, as in London, bq« in 100^. bank notes. 

These are some of the laws of ^e currency in Scotland. 
More minute returns, or a minute acquaintance 

/ 
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with the operations of the banks, might possibly discover 
other laws. But these are sufficient to show that the 
circulation of notes in Scotland is not regulated, as some 
have supposed, by the mere caprice of the bankers, but by 
fixed causes connected with the economical condition of 
the country. 

It must not be supposed that these laws of the currency 
are peculiar to Scotland. On the contrary, we think they 
exist more or less in all countries. But in Scotland they 
are capable of statistical demonstration. They can be 
more distinctly traced, inasmuch as Scotland has no gold 
currency ; no banks with exclusive privileges ; nor banks 
of issue whose partners are limited to six. There is no 
law to restrict the junction of two or more banks of issue. 
There is no circle drawn around Edinburgh, within which 
large banks of issue are not allowed to enter ; but every 
bank may issue notes in any part of the land. Her 
bankers are not dealers in gold or silver bullion : nor have 
their notes ever been issued with any view to affect the 
foreign exchanges, or to promote the financial operations 
of the Government. 

IV. — The Operations affecting the Currency by the 
Laws of 1845. 

• The Act which now regulates the issue of bank notes in 
Scotland is 8 & 9 Viet. c. 38, passed in the year 1845. 

By this Act the power of issuing notes is confined to 
those banks that issued notes in the year preceding the 
first day of May, 1845, And the amount to which each 
bank may issue is not to exceed the average amount of 
notes it had in circulation during the year ending the 1st 
of May, 1845, and the amount of gold or silver coin it 
may at the time have in possession at the head office or 
principal place of issue, in the proportion that the silver 
shall not be more than one-fourth the amount of the gold. 

This Act was to come into operation on the 6th day of 
December, 1845. After which day, each banker is to 
make weekly returns to the Stamp-Office of his notes in 
circulation, and of the gold and silver coin on hand ; and 
the averages of four weeks are to be published in “The 
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London Gazette,” with a certificate from the commissioner 
as to whether the bank has held the amount of coin 
required by this Act. 

All banks, except the bank of Scotland, the Eoyal Bank 
of Scotland, and the British Linen Company, arc required 
to send to the Stamp Office, between the 1st and 15th 
days of January inclusive, the names of all their partners, 
which shall be published, by the 1st day of March following, 
in some newspaper circulating within each town or county 
respectively, in which the head office or principal place of 
issue of such bank is situated. Bank of England notes 
are not to be a legal tender in Scotland. 

The issue of bank notes in England is regulated by the 
Act of 1844. But the provisions of the two Acts differ in 
several respects. 

The Act which limited the circulation of Scotland pro- 
vided against its amount becoming reduced by allowing 
two or more banks to unite, and to issue notes to the 
amount of their united circulations. Hence, if a bank of 
issue has occasion to wind up its affairs, it may previously 
make an arrangement with some other bank of issue, and 
by making an agreement for some kind of union, it can 
transfer the amount of its circulation.* In England, on 
the other hand, if any bank of issue not exceeding six 
should increase the number of its partners beyond six, it 
loses its circulation. If any two banks of issue, each not . 
exceeding six partners, should unite so as to increase the 
number of partners beyond six, both banks would lose 
their circulation. If any private bank should transfer its 
business to a joint-stock bank, the circulation would be 
lost. If any joint-stock bank should merge its business 
in another joint-stock bank, its circulation would be lost. 
If any two joint-stock banks of issue should unite and 
form a new bank, the circulation of both banks would be 
lost. 

But the Act of 1845 not only provided for the mainte- 
nance of the circulation of Scotland, it also permitted its 
extension. Any bank was allowed to increase its issue 
beyond the certified amount, provided it held in its coffers 

* If a bank stops payment, and winds up its affairs, it cannot then transfer its 
circulation. 
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a sum of gold equal to the amount of the excess. The 
Act of 1844 prohibited every English bank from issuing 
beyond the certified amount ; and should it do so, for 
even a single month, it incurred a penalty equal to the 
amount of the excess. 

The Act of 1845 has produced several practical effects 
in the management of the banks of Scotland. Had not 
the Act of 1845 been passed, it is probable that new banks 
of issue would have been formed in Scotland during the 
speculations of the year 1846 ; and there might have been 
great competition between the old and the new banks. 
There is now among the banks a less spirit of competition 
than formerly. There are fewer attempts to attract cus- 
tomers by the offer of increased accommodation. There 
is a less disposition to grant cash credits, and a less 
anxiety to obtain those accounts that put into circulation 
a large amount of notes. Some advances, too, have been 
made upon banking charges. The banks have attempted 
to reimburse themselves for the increased expense of 
keeping gold, by charging a commission upon the amount 
of the cash credits and upon payments made in London. 
Thus confirming the doctrine — a doctrine that statesmen 
are slow to learn — that restrictions upon banks are taxes 
on the public. 

It may be asked. What is the reason that, since the 
year 1844, the circulation of Scotland has almost uni- 
formly advanced, while that of the private and joint-stock 
banks of England has uniformly declined 1 

We have stated at p. 496 what we considered to be the 
causes of the decline in the English circulation. But 
these causes do not apply to Scotland. The banks of 
Scotland were permitted to issue beyond the certified 
circulation upon a deposit of gold. The introduction of 
the penny postage did not reduce their notes, as this was 
rendered unnecessary by their system of exchange. The 
banks had no inducement offered to them to withdraw 
their notes ; and they had: to maintain no contest with 
branches of the Bank of England, The banks of Scot- 
land too had large capitals, and were free from the con- 
tingencies attached to those English banks which had been 
called into existence by the iniquitous Act of 1708. To 
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this it may be added, that the deposit system of banking 
with payments by cheques has not extended in Scotland 
as in England, since the Acts of 1844 and 1845. 

In operating on his current account, it is not the general 
practice in Scotland for a customer to draw cheques on 
the bank for his individual payments, nor to accept bills 
payable at the bank. If he has to make twenty payments 
in the course of the day, he will go to the bank in the 
morning, and draw out in one sum a sufficient amount of 
notes to make all these payments. On the other hand, if 
a customer should receive money from twenty different 
people in the course of the day, he will not receive cheques, 
as there are none in circulation, but bank notes, which, at 
the close of the day, he will pay in one sum into the bank. 
In England, all these receipts and payments would be 
made in cheques, each having probably odd shillings and 
pence. From this cause the trouble and expense to a bank 
of conducting a current account is much greater in Eng- 
land than in Scotland. 

A few years ago an attempt was made to form a bank to 
be called the Dunedin Bank of Scotland. One of the advan- 
tages it held out to the public was the adoption of the 
English system of drawing cheques for individual pay- 
ments. The advantages of this system are pointed out 
in the prospectus, and it was proposed to charge the custo- 
mers of the bank a halfpenny, or, if necessary, a penny on 
each cheque. Here we find that the Scotch bankers calcu- 
lated that the adoption of the English system of drawing 
cheques might occasion a cost to the bank of one penny a 
cheque. And yet, in the year 1855, it was proposed in 
Parliament to lay upon these cheques a charge of another 
penny in the form of a stamp duty. Thanks to the 
exertions of the London committee of deputies from the 
joint-stock banks, and the good sense of the Chancellor of 
the Exchequer, Sir G. C. Lewis, the plan was abandoned.* 

In addition to these negative causes connected with the 
circulating notes in Scotland, there have been others of 
more active operation. Scotland has not only shared 
largely in the general prosperity of the United Kingdom, 

* 1858.— By the present Chancellor of the Exchequer, Mr. DUsraeli, this plan 
has been adopted. 
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but has had local causes of prosperity arising from the 
immense sums expended, since the year 1845, in the 
construction of railways, and the great increase in the 
manufactures and commerce of Glasgow and its neigh- 
bourhood. 

The Act of 1845 has not been successful in imparting 
to the people of Scotland a taste for gold. The bankers 
are too wise to issue the gold unless when it is demanded ; 
and the public are too wise to make such a demand. 
Hence, when the increase of the currency requires a 
further importation, the gold is quietly brought from 
London to Edinburgh, is quietly locked up in the vaults 
of the bank, and when no longer required, is quietly sent 
back again. Of course this is a loss to the banks, of 
interest, and of the expenses of these transmissions. But 
in this way it is less injurious than if put into circulation. 
Disastrous for Scotland will be the day when the people 
shall become inoculated with the love of a gold currency. 
The effect of such a desire in England is strikingly exhi- 
bited in seasons of pressure. When such pressures occur 
in Scotland, the banks can employ their whole resources 
to assist their customers, and to support public credit. 
But when they occur in England, the banks have, in the 
first instance, to take care of themselves. The banks of 
issue have to find gold to meet their notes, and at a time 
too when the gold is leaving the country, and causing a 
corresponding contraction of Bank of England notes. 

We may observe, in conclusion, that the laws of the 
currency in Scotland have -not been enacted by the Legis- 
lature. From 1765 to 1845, a period of eighty years, no 
Act of Parliament was passed for the regulation of the 
issue of bank notes in Scotland; and the Act of 1765 
was merely to prohibit notes ujf,der 5^. And were an 
English statesman now to put to ..lie Scotch bankers the 
question, once addressed by a minister of commerce to a 
body of French merchants, ‘‘ What can I do to serve 
you 1 ” they would probably make the same reply, The 
greatest service you can render us is to let us alone.” 
(1855.) 
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The case supposed in the last sentence has actually 
taken place. In the year 1857, Sir G. C. Lewis, the 
Chancellor of the Exchequer, wrote to the Scotch bankers, 
inquiring what changes they would recommend in the exist- 
ing laws ; and their replies were laid before the Bank Acts 
committee. Their replies do not exhibit the anticipated uni- 
formity ; but few wish to be let alone.” Various sugges- 
tions are made by different banks for the modification of 
the existing law. Among these suggestions are : — that the 
total authorized amount of notes issued by all the banks 
shall be increased so as to correspond with the present 
trade and wealth of Scotland ; that the proportion issued 
by the respective banks shall bo altered and regulated by 
the present amount of their business transactions, and 
more in accordance with their paid-up capitals ; that 
the period for taking the’ averages shall be extended to 
eight weeks, so as to meet the extraordinary payments 
made at certain seasons of the year ; that the banks shall 
be permitted to hold Government securities against a por- 
tion of their issue beyond the certified amount, and that 
the gold and silver held at the branches shall be taken 
into account, as well as the amount kept at the head 
office. Some of the banks recommend that no alteration 
shall be made in the law which prohibits the formation of 
new banks of issue, while others desire that all restrictions 
be removed, and banking in Scotland be placed in the 
same condition that it was previously to the year 1844. 
Upon the last point we quote the petition from the mer- 
chants, manufacturers, and shipowners of Glasgow. This 
petition humbly showeth — 

“That there are seventeen banks in Scotland, composed of 
13,991 partners or shareholders, with a paid-up capital of 
11,726,260/. sterling. 

“ That previous to the year 1844 the trade of banking in Scot- 
land was free. Scotsmen, if they saw fit, were entitled to associate 
and carry on business as bankers, and under this freedom from 
legislative restrictions or control Scottish banks were secure, and 
the Scottish banking system was looked on as a model worthy of 
adoption in England and the British colonies, whilst the mercan- 
tile, manufacturing, agricultural, and industrious classes generally 
received monetary accommodation on moderate and reasonable 
terms. 
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‘‘That in the twenty years betwixt 1825 and 1845, five new 
native joint-stock banks were established in the city of Glasgow, 
namely, the Union Bank, now the Union Bank of Scotland, 
Western Bank, Clydesdale Bank, City Bank, and Edinburgh and 
Glasgow Bank. But during the last twelve years, or since the 
enactment of the monopoly, not a single new bank has been esta- 
blished, although the population, trade, commerce, and shipping 
of the city and harbour, and demands for monetary accommodation, 
have increased in a much greater ratio ; in fact, have been posi- 
tively much greater in these twelve years than during the previous 
twenty. 

“But what your petitioners wish more immediately to press on 
the attention of your Honourable House is, that the prohibition 
against the formation of new banks in Scotland and the law as to 
the reserves of gold should be repealed, or at all events revised, 
amended, or relaxed, to the effect of permitting the formation of 
new banks in Scotland, especially in the city of Glasgow and 
other localities where the population, trade, and commerce have 
increased, and in proportion to such increase; and the substi- 
tution of Government securities to be held by the banks instead 
of gold coins as a security for the payment or convertibility of 
their notes.^’ 


SECTION IV. 

APPLICATIONS OF REASONING WITH REGARD TO THE 
CIRCULATION OP BANK NOTES IN IRELAND. 

In the year 1845 an Act was passed for the regulation of 
bank notes in Ireland. The average amount of notes that 
had been in circulation during the year ending May 1, 
1845 (0,354,494?.), was made the fixed or authorized issue. 
For any amount beyond its authorized issue each bank 
was required to hold an equal sum in gold or silver coin, 
the silver not to exceed one-fourth of the whole. The Act 
came into operation on the 6th December, 1845, and from 
that period each bank has made returns to the Govern- 
ment, stating the average amount of notes in circulation 
during the preceding four weeks, distinguishing the notes 
under 51 . from those of 51 . and upwards, and stating the 
amounts of gold and silver coin it held in its vaults. 
These returns are made by all the banks of circulation in 
Ireland. These are the Bank of Ireland, the Provin- 
cial Bank of Ireland, the National Bank of Ireland, the 
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National Bank of Clonmel, the National Bank of Carrick- 
on-Suir, and the three banks in Belfast, viz. the Northern 
Bank, the Belfast Banking Company, and the Ulster 
Banking Company. 

We possess these returns for every four weeks from 
January, 1846, to the present time (1852). By adding 
together all the returns made during each year, and then 
dividing by thirteen, we obtain of course the average 
amounts in circulation from 1846 to the year 1851, in- 
clusive. I have also added the proportion per cent, these 
averages bear to the certified circulation of 6,354,494^. 

The following are the average amounts in circulation ; 

Average Proportion to 

Circulation. Certified Circulation. 


1846 . 

. £7,259,948 

. . . 114‘25 

]847 . 

. 6,008,833 

. . . 94*55 

1848 . 

. 4,828,992 

... 76 

1849 . 

. 4,310,283 

. . . 67 83 

1850 . 

. 4,512,444 

, . . . 71 

1851 . 

. 4,462,909 

. . . 70*25 


From this table it appears that, if the authorized issue be 
I'epresented by the number 100, the actual circulation for 
the six years, 1846 to 1851 inclusive, will be represented 
by the numbers, 114, 94, 76, 67, 71, 70. 

The question naturally occurs to us — ^What is the cause 
of this great falling off in the annual circulation since the 
passing of the Act of 1845 ? 

We may premise that this reduction could not be pro- 
duced by the operation of the Act itself. The Act does 
not restrict the amount of notes in circulation — it merely 
requires that, for all notes issued above a fixed amount, 
the banks shall hold in their vaults an equal amount of 
gold. Nor has this reduction been the voluntary act of 
the bankers. Their profits would have been greater if 
the circulation had been greater, but they had not the 
power to keep it up to the authorized amount, and, for- 
tunately for them, the Act did not require them to do so. 
Nor does the amount of notes in circulation correspond 
with the amount of gold in the Bank of England ; for the 
gold in the Bank of England is, at the present time, much 
higher than it was on the 1st of May, 1845, although the 
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Irish notes in circulation are much less. We have here, 
then, three negative laws of the currency in Ireland ; 
namely, that the amount of notes in circulation in Ireland 
is not regulated by the Act of Parliament, nor by the 
wishes of the Irish bankers, nor by the stock of gold in 
the Bank of England. 

As notes are issued in Ireland chiefly for the purpose 
of purchasing agricultural produce, it would seem to 
follow that the amount of notes put into circulation will 
be regulated mainly by the quantity of that produce, 
and by the price at which it is purchased. If, then, we 
find that, in the years since 1845, the quantity of agri- 
cultural produce has been less, or the price at which it has 
been sold has been less, and especially if both these circum- 
stances should have occurred, then have we an adequate 
cause for a reduction in the amount of bank notes in 
circulation. 

1. The annual productiveness of the harvest would affect 
the amount of notes in circulation. 

We have already noticed the annual averages of the 
circulation, taking the year according to the calendar, 
from January to December. We will now take the 
annual averages, commencing each year from the end of 
August, which is more properly the agricultural year. By 
this arrangement we shall be better able to compare the 
character of the harvest in each year with the amount 
of notes in circulation. The following are the annual 
averages, ending with the month of August, and the pro- 
portion to the certified circulation : — 


1846 . 

.£7,192,133 . 

. . 31318 

1847 , 

. 6,644,994 . 

. . 104-57 

1848 . 

. 5,023,442 . 

. . 79- 

1849 . 

. 4,433,732 . 

. . 69*77 

1850 . 

. 4,396,820 . 

. . 69T9 

1851 . 

. 4,537,304 . 

. . 71-41 

1852 . 

. 4,528,762 . 

. . 71-26 


From the description of the harvests given in the 
Annual Keports of the Provincial Bank of Ireland, we 
learn that the years 1846 and 1848 were disastrous in 
regard to the produce of the harvest; and we conse^ 
quently find, as we ^ould naturally expect, a foiling off 
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in the following years in the circulation of bank notes ; 
but the harvest of 1847 is described as ^‘on the whole a 
productive one/’ that of 1849 as on the whole above an 
average.” In 1850, though the crop of wheat was infe- 
rior, ‘Hhe oats and barley crops were good both in quality 
and quantity.” Yet these productive years did not pro- 
duce any corresponding advance in the circulation of 
bank notes. We infer, therefore, that there are other laws 
or circumstances by which the circulation is governed, 
besides the productiveness of the harvest or the land 
actually under cultivation. 

2. This will lead us to observe, that a bad harvest in 
one year may, by the distress it produces, cause a less pro- 
duction of commodities in several following years, and 
hence there may be a less demand for bank notes. 

. A bad harvest produces distress among the farmers, and 
this distress affects the amount of the circulation in two 
ways : — First, the farmer consumes his ow4i produce instead 
of selling it, and thus requires not the use of notes. If 
his potatoes are destroyed, he will consume his grain. In 
the Provincial Bank Report of 1846, it is stated that, 
although the crop of oats was productive and good, a 
larger portion than usual of the year’s crop was believed 
to be retained for consumption in Ireland in consequence 
of the apprehended deficiency in the supply of potatoes. 
Secondly, the distress of the farmer diminishes the instru- 
ments of reproduction. If ho has no potatoes, he can rear 
no pigs. An abundant crop of potatoes produces in the 
following year an abundant crop of pigs, but a famine of 
potatoes will be followed by a famine of pigs ; and hence 
the distress of one year may have the effect upon the cir- 
culation of notes in several succeeding years. This circum- 
stance is referred to in the Provincial Bank Report of 
1 850 : “ The extensive cultivation of the potato may be 
considered liable to objection, but it must be remembered 
that this is the foundation of one branch of the provision 
trade, which was in former years of great importance to 
Ireland ; and as the stock of pigs, which was so greatly 
reduced after the failure of the potato crop of 1846, has 
been again considerably increased during the last two 
years, it may be hoped that, if there be a good potato crop 
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this year, that important branch of Irish trade may be 
again established on its former basis.” 

After the failure of the potato in 1846 the exportation 
of swine was reduced from 480,827 in 1846, to 106,407 in 
1847. The potato crop again hiiled in 1848. The number 
of swine exported in 1848 was 110,787 ; in 1849 it was 
only 68,053. 

The destruction of the pigs which took place in 1846 
would doubtless affect the circulation of notes in subse- 
quent years, especially in 1847, 1848, and 1849, and pro- 
bably, also, to a certain extent, in the years 1850 and 1851. 

But pigs can bo reproduced more rapidly than cattle, 
as they are more fruitful, and sooner reach maturity. The 
seasons of famine caused the exportation of cattle in order 
to obtain food, and thus the means of reproduction in 
future years were destroyed to a more serious extent. 

The extent of the distress, and consequent destruction of 
the instruments of reproduction, was shown in the rapid 
increase of the poor-rates ; and it may be remarked, that 
the gi’eatest number of persons relieved was in the year 
1849T-the year that the notes in circulation were at their 
lowest point of depression. 

3. We may also observe, that a reduction in the quan- 
tity of commodities produced may bo caused by a reduc- 
tion in the number of producers, and this would occasion 
a less demand for bank notes. 

It appears from the census of 1841 and 1851, that, 
between these two periods, the population has declined 
1,659,330, or at the rate of 20 per cent.; and calculations 
have been made to show that the whole of this decrease 
had taken place since the year of the famine, 1846. Such 
a decrease, from whatever cause, must be attended with a 
decrease in the commodities produced and consumed by 
those individuals, and will consequently have occasioned a 
less demand for bank notes to pay for those commodities. 
If the lands previously occupied by this departed popula- 
tion remain uncultivated, there is a direct decrease in the 
agricultural produce. Such might be the effect where the 
occupants died. Emigration might produce an additional 
effect. The emigrants, before their departure, would 
change all their bank notes into gold to take with them, 
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and thus would occasion a further reduction of the circu- 
lation. 

It niay be presumed, therefore, that, up to the present 
time, there has been a large decrease in the produce of the 
country, and consequently in the circulation of bank notes, 
from the decrease in the number of its inhabitants. This 
decrease would probably take place chiefly by deaths in 
the years 1846 and 1847, and in subsequent years chiefly 
by emigration. A great stimulus was given to emigration 
in the year 1845, which has continued to the present 
time. We may observe, that the year of the greatest 
emigration, 1849, was the year of the greatest distress, 
and of the greatest diminution of bank notes in circula- 
tion. 

This decrease of the population occurred chiefly among 
those who had but small holdings in land. Their removal, 
therefore, would affect the circulation in two ways, even 
supposing the laud were subsequently cultivated. Those 
small cultivators are compelled to bring their produce to 
market immediately after the harvest, and hence the cir- 
culation rises in September and October. From, these 
small holdings, too, the produce is brought to market in 
small quantities — each man brings his sack of oats, or 
two or three pigs, to market ” — ^and hence the circulation 
thus occasioned must consist chiefly of small notes. 

4. We may farther observe, then, the amount of notes 
that circulate in a country will also be affected by the 
quantity of commodities exported, and the quantity im- 
ported. 

The season in which there is the greatest export of 
commodities is the season of the highest circulation. But 
importation withdraws the notes previously in circulation. 
Were a banker to advance lOOZ. to an exporter, the 
advance would be made in notes, which would be dis- 
tributed among the farmers, and remain in circulation till 
the landlord called for his rent. Were a banker to advance 
100^. to an importer, the advance must be made by a draft 
on England, and he would be repaid by his own notes, 
withdrawn from circulation in payment for the articles 
imported. Imports not only do not draw out any of the 
bankers’ notes, but they, moreover, withdraw those which 
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were previously in circulation. When a hian imports, say 
100^. worth of oats, he sells them to the dealers, and the 
dealers to the consumers. The consumers pay the dealers 
in notes, which are passed to the importer, who takes themi 
to the bank, and gets for them a bill on London, with 
which he pays for the oats. The effect of diminished ex- 
ports and increased imports is referred to in the Reports 
of the Provincial Bank of Ireland, every year from 1847 to 
1851 ; and Mr. Murray states, in his evidence before the 
Committee on Commercial Distress, that not only was the 
amount of notes reduced, but also that of silver. 

The public returns show that, after the year 1845, the 
exports from Ireland were largely reduced, especially in 
the years 1847 and 1849, and in those years, too, occurred 
the largest importations. These imports were paid for by 
the capital of the country, and in part by the money of 
the country. 

5. Thus we find that the reduction in the amount of 
notes in circulation in Ireland has been preceded or accom- 
panied by a reduction in the amount of commodities pro- 
duced, occasioned by a reduced productiveness in the land 
actually cultivated, a destruction in the instruments of re- 
production by the distress thus occasioned, a reduction in 
the number of producers by deaths and emigration, and 
the exportation of an increased portion of its capital in 
exchange for food. But there is another circumstance 
that concurs in pow’^erfully producing the same effect — 
that is, the prices* at which the commodities brought to 
market are sold. 

The failure of the crops in Ireland led the late Sir 
Robert Peel to introduce “ An Act to Amend the Laws 
relating to the Importation of Corn.” It is 9 & 10 Viet, 
cap. 22, and was passed June 26, 1846. A large reduc- 
tion was made in the duty immediately ; and it was 
enacted that, after the 1st day of February, 1849, the duty 
on wheat, barley, oats, &c., should be only 1 $. per quarter. 
And in consequence of the increased distress in Ireland, an 
Act was passed, in January 1847 (9 Viet. cap. 1), to sus- 
pend, until the first day of the following September, all 
duty on the importation of com. 
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In consequence of these Acts, large importations took 
place, and the prices gradually declined. 

I have no means of ascertaining the average prices of 
grain throughout Ireland, but I have obtained from a 
Loudon corn-merchaut the average prices of wheat, barley, 
and oats, for each year from 1841 to 1851, and taking in 
each case the prices of the year 1845 as represented by 
100, I have calculated the variations per cent, in the 
subsequent years. 

In the following table, the first column represents the 
variations in the circulation for each year, ending Decem- 
ber, as compared with the actual circulation ending 
December, 1845, — 6,949,403^. The table assumes, of 
course, that the changes in the prices of grain in Ireland 
liave corresponded with those that have taken place in 
England : — 

A Comparative View of the Changes in the Trices of Wheats Barley^ 
and Oats, and the Circulation for each year, ending December, 
from 1845 to 1851, as compared with the Circulation and the 
Brices of the year 1845. 


Date, 

Circulation. 

Wheat. 

Barley. 

Oats. 

1845 

100. 

100. 

100. 

100. 

1846 

10446 

107.9 

103.4 

105,2 

1847 

86.47 

136.8 

138.7 

127. 

1348 ' 

69.49 

99.51 

99.47. 

91.11 

1849 

62.02 

87.68 

87.63 

77.78 


64.93 

79.47 

73.95 

72.96 

1851 

64.22 

76.03 

78.15 

82.60 


On comparing the years 1845 and 1851, we find that 
the circulation has declined 35.78 per cent., the price of 
wheat has declined 24 per cent., of barley 21.85 per cent., 
and of oats 17.40 per cent. If we compare the year 1841 
with 1851, the decline of the circulation will only be at 
the rate of 16.7 per cent., while t}ie price of wheat shows 
a decline of 40 per cent., of barley 25 per cent., and of oats 
17 per cent. 
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We have considered the changes that have taken place 
in the annual amount of notes that have circulated in 
Ireland since the passing of the Act of 1845. Wo shall 
now consider the monthly variations in the circulation, 
its division into notes of bL and upwards, and notes under 
5^., its distribution among the different banks, and the 
amount of gold and silver they respectively hold to meet 
any demand that may be made upon them for the pay- 
ment of their notes. 

1. The monthly changes in the amount of the circu- 
lation. 

Let us take up the returns, and look at any year we 
please, and we shall find that all the months vary from 
each other. Beginning at January, the amount of the 
circulation usually declines — slowly at first, but more 
rapidly in May, June, and July, until, by the end of 
August, we arrive at the lowest point. Then, in Sep- 
tember, it begins to ascend, and goes on increasing till 
January, and then again declines till August. Now, let 
us inquire what are the laws which regulate these monthly 
variations. 

I stated that the annual variations were caused by 
variations in the quantity and price of agricultural pro- 
duce. But, as no notes could be put into circulation until 
this produce is brought to market, the monthly circulation 
must depend upon the quantity of produce brought to 
market vdthin the month. Now, it has been the custom 
in Ireland to commence bringing the produce to market 
immediately after the harvest. Hence arises the increase 
of the notes in September, and their further increase in 
the following months. But, in the beginning of the year 
the landlords collect their rents, and receive from their 
tenants the notes for which this produce has been sold ; 
this brings the notes back to the bank, either to be placed 
to his credit (if he have an account there), or otherwise, 
in exchange for a letter of credit on Dublin, or a bill on 
London. The circuit of a note, then, is this : — It is 
obtained from the bank .by a corn-merchant, who pays it 
to a farmer for his corn, which he ships to England. The 
farmer afterwards pays the note for rent to his landlord, 
who brings it back to the bank. Every month the bank 
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is issuing and retiring notes, but from August to January 
it issues more than it retires, and hence the amount of 
notes in circulation increases; and, from January to August 
it retires more notes than it issues, and hence the circula- 
tion falls. 

2. Having glanced at the annual and the monthly 
changes in the circulation, I shall notice another feature 
suggested to us by these Public Returns. We observe 
that a portion of the circulation consists of notes of 51. and 
upwards, and another portion of notes under 5^. ; and it 
may be useful to inquire if these two classes of notes are 
subject to the same laws, and whether they rise and fall 
at the same time, and in exact proportion to each other. 

Viewing the monthly circulation, we observe that the 
small notes, like the large notes, are at their lowest amount 
about the month of August, and at their highest amount 
about January. But we observe also that, from August, 
the small notes increase more rapidly than the large ones> 
and after J anuary they decline more rapidly ; so that in 
every year the proportion of small notes in circulation is 
greater in January than in August. 

In a table that I have compiled for the purpose, it is 
shown that the small notes bear a higher proportion to 
the large notes in the month of January than in the 
month of August. Thus, in January, 1846, the small 
notes were 58.94 per cent, of the circulation, but, in 
August, they were only 54.33 per cent. We may also 
observe, that those years that have the largest circulation 
have also the largest proportion of small notes. Thus, in 
1846, the respective proportions for January and August 
are 58.94 and 54.33 ; but in the year 1849 the propor- 
tions were only, for January, 50.72,and, for August, 44.95 
per cent. This is an indication that the reduction of 
circulation had taken place chiefly in the small notes ; and 
this again shows that the distress had fallen chiefly on the 
smaller cultivators of the soil. 

3. Having considered the annual and the monthly 
fluctuations in the currency, and the relative proportion 
of small and large notes in circulation, I will now proceed 
to another topic of inquiry. 

It might be useful to know whether the total circulation 
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stated in the Returns before us were distributed equally 
over the whole surface of Ireland, or distributed unequally, 
and what are the laws that might produce this unequal 
distribution. 

The Returns before us would seem to afford us but little 
information on the subject. For, although we have the 
total circulation of every bank, we have not the separate 
circulation of each brancii, and several of the banks have 
often branches in the same town. 

Still, we may possibly glean some information on the 
subject, in regard, at least, to one of the four provinces 
into which Ireland is divided — the province of Ulster. 

Viewing the three national banks as one, we have before 
us the separate circulation of six banks. Three of these 
banks have their chief office in Dublin — the Bank of 
Ireland, the Provincial Bank, and the National Bank ; 
and the other three have their chief office in Belfast — the 
Northern Banking Company, the Belfast Banking Com- 
pany, and the Ulster Bank. Now, we may compare these 
two classes of banks with each other, in regard to their 
circulation, and we may inquire, whether those banks, 
whose circulation is confined to the province of Ulster, 
have any peculiar features distinct from the other banks, 
and if so, what is the cause of such peculiarities. 

The total number of banks and branches issuing their 
own notes in Ireland is 1 63, of which 7 0 are in the pro- 
vince of Ulster. As the total population of Ireland is 
6,515,794, and that of Ulster, 2,004,289, the number of 
banks in Ulster, in proportion to its population, would be 
fifty. 

The following Table shows the number of Banks of 
Issue in the four provinces of Ireland respectively : — 


Name of Bank. 

Ulster. 

Leinster. 

Munster. 

Connaught. 

Total. 

Bank of Ireland 

4 

10 

6 

4 

24 

Provincial Bank ... 

15 

7 

13 

3 

88 

National Banks 

1 

13 

25 

9 

48 

Belfast Banks 

50 

3 

... 

... 

53 

Totals 

70 

33 

44 

16 

163 


It may be observed that the circulation of the Belfast 
banks includes a much larger proportion of small notes 
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than is contained in the circulation of the other banks. 
To show this, it will be sufficient to analyse the last 
Monthly Ketnrii. Upon the total circulation of all the 
banks, the proportion of small notes is 49.39 per cent. ; 
upon that of the Bank of Ireland, 34.73 per cent. ; the 
Provincial Bank, 58.82 per cent. ; the National Banks, 

59.93 per cent, j and the Belfast Banks, 86.55 per cent. 

We may inquire — What is the reason that the banks of 

Ulster should have so large a proportionate circulation of 
small notes] In the evidence given, in the year 1826, 
before the Parliamentary Committees appointed to con- 
sider the propriety of abolishing small notes in Ireland, 
witnesses from Ulster had stated that small notes were 
necessary for the purposes of the linen manufacture. 
But, siiKje that period, the operations of the linen trade 
have undergone a considerable change, and, as now con- 
ducted, they have not, I believe, much influence on the 
note circulation. 

During the season of depression the circulation of the 
Belfast banks (viewing the three banks as one) was de- 
pressed lower than that of either of the other banks. Thus 
the certified circulation of all the Belfast banks, as com- 
pared with the certified circulation of all the banks, is in 
the proportion of 13.15 per cent. But the actual circu- 
lation of the Belfast banks, in the year 1847, was only 

11.93 per cent, of the total actual circulation. In 1848 
it was only 11.82 per cent., and in 1849 it was 12.89 per 
cent. Aftei’wards it recovered. In 1850 it was 13.44 per 
cent., in 1851 it was 14.92 per cent., and in 1852 16.61 
per cent., being greater than its proportion of the certified 
circulation. It is known that the manufactifres of Ulster 
are rapidly increasing ; but, as I have already observed, 
manufacturing and commercial transactions, of large indi- 
vidual amount, do not put into circulation a proportionate 
amount of bank notes, such transactions being usually 
settled by cheques, or by bills of exchange. At the same 
time, it will be observed that, during the last three years, 
the circulation of the Belfast banks has considerably 
increased. 
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Table showing the Proportional Circulation of each Bank, as com- 
pared with the whole Circulation of all the Banksy for the 
following YearSy ending August : — 




Hank of 
Ireland. 

Provincial 

Hank. 

National 

Banks. 

Belfast 

Banks. 

Total. 

Authoiized circu-l 







lation, year end- 
ing May, 18-15, 
Actual circulationi 


58.84 

14 60 

13.41 

13.15 

100 

for the year end- 
ing Aug. 1847, , 
Actual circulation^ 


58.14 

15.r,3J 

14. .30 

11.93 

100 

for the year end- 
ing Aug. 1848, , 
Actual circulation^ 

1 

59.87 

15.48 

12.83 

11.82 

100 

for the year end- 
ing Aug- 1819, J 
Actual circulation^ 

1 

1 

59.37 

14.83 

12.91 

12.89 

100 

for the year end- 
ing Aug. 1850, J 
Actual circulation^ 

y 

1 

1 

58.49 

14.36 

13 71 

13.44 

100 

for the year end- 
ing Aug. 1851, ) 
Actual circulation'! 

1 

56.32 

14.20 

14.56 

14.92 

100 

for the year end- 
ing Aug. 1852, J 


54.34 

14.18 

14.92 

16.61 

1 

100 


4. I have one feature more to notice in these Returns — 
that is, the amount of gold and silver kept by the banks, 
in order to meet the payment of their notes. 

For several years past the Act of 1845 has not required 
the Irish banks to keep any amount of gold or silver, for 
they have always been below the authorized circulation ; 
but another Act, passed in the year 1828, through the 
influence of Mr. Spring Rice — now Lord Monteagle — 
requires that all notes should be payable in gold on 
demand at the place of issue. The gold and silver kept 
by the banks have only been to the amount that they 
deemed necessary or prudent for the purposes of business. 

Table showing the Proportionate Amount of Cold and Silvery as 
compared with the Circulation of Notes, kept bg each Bank, 
during the following Years, ending August : — 


Name of Bank. 

1847. 

1848. 

1849. 

1850. 

1851. 

Total circulation, ending "I 
August / 

31.44 

31.73 

36 62 

33.75 

29.05 

Bank of Ireland 

25.28 

25.22 

30.08 

27.95 

24.27 

Provincial Bank 

41.77 ! 

47 59 

52.17 

47.88 

88.71 

National Banks 

S5.97 

38.54 

43.00 

39.59 

34.24 

Belfast Banks 

42.42 

36.49 

42.55 

37.93 

32.87 




536 


THE LOGIC OP BANKING. 


We observe from this table that the annual average 
amount of gold and silver kept by all the banks has varied 
from 29 to 36 per cent. We observe, too, that in the 
years when the circulation has been low, the amount of 
gold and silver has been higher in proportion than in 
those years when the circulation has been high. Taking 
the average of years from 1847 to ISol, the lowest amount 
of gold, in proportion to its circulation, has been kept by 
the Bank of Ireland. The proportion varies from 24 per 
cent, in 1851, to 30 per cent, in 1849. The highest pro- 
portion has been kept by the Provincial Bank. It has 
varied from 38 per cent, in 1851, to 52 per cent, in 1849. 
We may also state that, in the monthly variations, the 
lower the circulation the higher the proportionate amount 
of gold and silver. This arises, it may be presumed, from 
the circumstance that the banks do not vary the amount 
of their gold and silver with every variation of the circu- 
lation. The proportion of silver to gold kept by all the 
banks has varied from 20 to 33 per cent., but the propor- 
tion varies very much with different banks. 

The amount of gold necessary to be kept against any 
given amount of notes in circulation, is purely a question 
of management, and depends upon a variety of circum- 
stances. The degree of public confidence the bank may 
have acquired, the excitable character of the population, 
the state of commercial credit, the facility of obtaining 
supplies, and the rapidity of communication with its 
branches, are all to be taken into calculation by a prudent 
banker. Gold can now be so readily obtained from Eng- 
land by means of steamboats, and distributed throughout 
Ireland by means of railways, that so large an amount 
may not be so necessary as formerly. The railways, and 
the electric telegraph, are useful to bankers, and present 
another instance of the utility of scientific discoveries to 
men of business. 

5. The state and condition of the banks of Ireland are 
favourable to their efficiency in promoting the prosperity 
of the country. 

The circumstances of Ireland are favourable to the 
further employment of capital in Ireland. The En- 
cumbered Estates Bill has broken down large estates, 
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and placed them in the hands of parties who are in a con- 
dition to improve them. Large land-proprietors, who are 
nominally in possession of great estates, which are mort- 
gaged for more than they are worth, are not desirable 
customers to a bank, nor are pauper cultivators, who are 
always behind in their rents; but the cultivators of 
moderate sized estates, which they have purchased by the 
results of previous industry, and who have skill and pru- 
dence to cultivate them with advantage, are parties to 
whom banks may advance additional capital, with advan- 
tage to themselves and to the country. This is the class 
that forms a nation’s pride and to this class the banks 
of Ireland may in the spirit, if not in the form of the 
cash-credit system, make such advances as shall produce 
in Ireland the same beneficial effects which that system 
has produced in Scotland. 

Another circumstance is favourable to the advance of 
capital by the banka. From the extent of emigration, 
many instances must have occurred of small farms being 
united and constituting largo ones. The occupiers of 
these large farms will be a superior class of people, and 
more worthy of credit and confidence. A banker may 
readily and prudently grant assistance to the occupier of 
a large farm, formed of ten small farms, though he could 
not prudently give assistance to any one of the ten by 
whom the small farms were cultivated. 

The history of banking proves that it is better for a 
country to have a small number of large banks than a 
large number of small banks. The latter case has never 
been a natural production, but has been the result of in- 
judicious legislation. TJie banks in Ireland are sufficiently 
strong to command public confidence, and have the means 
of increasing their capital, and extending their branches. 
They are numerous enough to prevent monopoly, and yet 
few enough to be protected against the spirit of excessive 
competition. No new bank of issue can be formed. 
Though this prohibition is, as we conceive, a violation of 
a sound general principle, yet it is one of those practical 
enactments which seem to show that, in political economy, 
some of its general principles, or, as they are called, 
abstract principles, admit occasionally of beneficial excep- 
A A 3 
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tions. This law serves to prevent the formation of weak 
banks, who might inflict on the country the evils of exces- 
sive competition ; and, as in the case of the Agricultural 
Bank in 1836, might weaken public confidence in better 
establishments. A strong confidence in its banking insti- 
tutions, as in Scotland, is the growth of generations, and, 
when justified by the character of the banks themselves, 
is a powerful cause of national prosperity. Banks thus 
situated, having no reason to bo anxious about their own 
safety, can, in seasons of distress, employ the whole of 
their resourebs to alleviate the public calamity. 

From all these circumstances, we are led to believe that 
we may expect in future years a high degree of prosperity 
in Ireland, arising from the administration of her banking 
institutions (1852). 


SECTION V. 

APPLICATIC^S OF REASONING WITH REGARD TO THE JOINT- 
STOCK BANKS IN LONDON. 

We are not going in this section to advance any reason- 
ings in favour of joint-stock banking either in London 
or the country. We merely intend to notice those charges 
that were brought against the London joint-stock banks, 
ill the year 1857 and 1858, by parties whose character 
and station entitle their opinions to respect. 

I. The first in point of date is that advanced by 
Thomas Mathias Weguelin, Esq. 

When Mr. Weguelin was the Governor of the Bank of 
England, he addressed a letter to Sir George Cornewall 
Lewis, the Chancellor of the Exchequer, in reply to the 
following questions : — 

1. Have you any suggestion to offer with reference to the 
operation of the Act of 1844! ? 

“ 2. Would you recommend its renewal, as it stands, for 
another term ? 

3. If not, what amendments to you seem advisable ? Note 
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— I would beg of you to extend your observations to the Irish 
and Scotch Acts of 1845.” 

After answering these questions, Mr. Weguelin closes 
his letter with the following remarks : — 

I pass on to the question as to the proportion of reserve 
which the Bank should endeavour to maintain in its banking 
department. 

“ This is notoriously very much higher than any private 
banker deems necessary in the management of his deposits; 
and, according to the usual practice of the Bank, varies in times 
of scarcity of money from one-third to one-fourth the amount of 
its deposits. 

But if this be contrasted with the reserves kept, for instance, 
by the joint-stock banks — a new and hitherto little considered 
source of danger to the credit of the country will present itself. 
Tlie joint-stock banks of London, judging by their published 
accounts, have deposits to the amount of 30,000,000/. Their capital 
is not more than 3,000,000/., and they have, on an average, 

31.000. 000/. invested in one kind of security or another, leaving 
only 2,000,000/. of reserve against all this mass of liabilities. 

** It is impossible to foresee tlie consequences of the failure of 
one of these large establishments ; and it is a branch of the sub- 
ject which, in my opinion, more pressingly requires the attention 
of Parliament than any alteration in the Banking Acts of 1844 
and 1845.” 

We may remark, that Mr. Weguelin did not intend to 
prove by these observations that the London joint-stock 
banks were the cause of the recent suspension of the Act 
of 1844 ; for his letter is dated November 10, 1856, and 
the Act was suspended on November 12, 1857. It is also 
a fair inference that Mr. Weguelin did not anticipate that 
any evils could arise from the prosperity of the London 
joint*stock banks — he was fearful of evil only from their 
failure. But he thinks that joint-stock banks who have 

30.000. 000/. of deposits — 3,000,000/. of paid-up capital — 
who have 31,000,000/. invested in securities, and 

2.000. 000/. of cash in the till, must be in a state of 
danger, and should therefore become the subject of a 
parliamentary inquiry. 

1. Mr. Weguelin seems to object to the nature of the 
securities. He states they are of ‘‘ one kind or another.” 
By these words, ‘^one kind or another,” Mr. Weguelin cannot 
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mean that any of these securities are of a bad kind, for 
he states that ho gets his information of the affairs of 
the joint-stock banks “from their published accounts.” 
Now, none of these banks have stated “ in their published 
accounts” that their securities are of a bad kind ; there- 
fore we may logically infer that, as far as Mr. Weguelin is 
informed on the subject, all the securities may be of a good 
kind. And if so — that is, if they are safe and convertible 
— the Banks have ample means of repaying their deposits. 
But Mr. Weguelin, by these words, “ one kind or another,” 
may mean to imply that the joint-stock banks ought, in 
their published accounts, to give a list of the various 
kinds of their securities. If so, it would be fair to 
use the argicmentum ad hominemy and to remind Mr. 
Weguelin that the published accounts of the securities of 
the joint-stock banks are quite as ample and as minute 
as those given by the Bank of England. If the directors 
of the Bank of England are desirous that the joint-stock 
banks should give a more detailed account of their secu- 
rities, let them set the example, and we doubt not the 
joint-stock banks would readily follow it. There is 
another kind of argumenium ad hominevi which does not 
imply that the party bringing an accusation is himself in 
the same condition as the party he accuses, but that he 
is inconsistent in bringing an accusation against one 
party, and not bringing a similar accusation against 
another party who is at least equally open to the same 
charge. Thus, we might ask Mr. Weguelin why he is so 
anxious to get minute accounts of the securities of the 
joint-stock banks, of which he knows something, and 
expresses no desire to get information respecting the 
securities of the private banks, of which he knows 
nothing. We will not anticipate the reply to this 
inquiry. An argumentum ad hominem can be fully an- 
swered only by the party to whom it is addressed. 

2. Mr. Weguelin intimates that he thinks the amount 
of cash kept in their till by the joint- stock hanks is too 
small in proportion to their deposits. 

The joint-stock banks are often treated in this way. 
If the amount of cash on hand appears small, they are 
accused of being in a state of inability to meet the 
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demands of their depositors ; if, on the other hand, it 
appears large, they are said to be unable to make any 
profits for their shareholders. Thus they are supposed 
to be fixed on the horns of a dilemma. It stands 
thus : — 

A bank must keep too large an amount of cash on 
hand, or too small an amount. • 

If it keep too large an amount, it can make no profits 
for its shareholders. 

If it keep too small an amount, it cannot meet the 
demands of the public. 

Therefore — a bank must always be in a condition either 
to make no profits, or to be unable to meet the public 
demands. 

We have stated at page 343 that ‘‘a dilemma becomes 
fiiulty when the members of the division are not fully 
enumerated, for then the major is false.” Such is the 
case with the major proposition of the above dilemma. 
It is not a necessity that a banker should keep an amount 
of cash either too large or too small. He may keep an 
amount neither too large nor too small ; — large enough 
to meet the demands of his customers, and yet small 
enough to yield profits for the shareholders. The major 
proposition is therefore untrue, and, consequently, the 
whole argument falls to the ground. 

Mr. Weguelin gives the name of ‘‘reserve” to the 
bank-notes and gold held by a banker in his till. A 
banker never gives them this name. He calls them cash, 
or cash in hand, or cash in the till. In his “ reserve ” he 
includes not merely his cash, but also all his securities that 
may be readily converted into cash. Thus his loans on 
demand, Exchequer Bills, India Bonds, Government 
Stock, and all other readily convertible securities, would 
form part of his “ reserve.” 

We have stated, at page 195 of this work, the various 
principles by which bankers are guided in regulating the 
amount of cash they keep in the till. We must not 
reason on the assumption that the cash in the till is 
intended to pay off the whole or any large portion of the 
deposits ; for, though they may be all payable on demand, 
yet experience shows that a small portion only will be 
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daily demanded. But the cash in the till is not intended 
to pay even the amount that may be daily demanded. It 
is intended only to pay the difference between the amount 
daily demanded and the fresh amount that may be daily 
lodged ; and never does this amount at all approach the 
fifteenth part of the total lodgments. If on any one day 
the cash is unusually diminished, the banker replenishes 
his till either by realizing some of his securities or by 
ceasing for a while to make farther investments. Who 
ever heard of either a joint-stock or a private bank, other- 
wise in a sound state, that stopped payment in conse- 
quence of not having sufficient cash in the till ? 

3. Mr. Weguelin makes a comparison between the cash 
kept by the joint-stock banks and the amount kept by 
the Bank of England. 

As a question of arithmetic, it is easy to see which 
amount bears the highest proportion to its deposits ; but, 
as a question of management, the comparison is fallacious. 
Before two parties can be logically compared together, with 
the view of blaming or censuring either of them, it must 
be shown that their circumstances are similar, and that 
they equally possess the power of voluntary action. And 
we may ask. Can the Bank of England increase or diminish 
her reserve of notes as readily as a joint-stock bank? 
Mr. Weguelin tells us that the Bank of England has no 
such power. When gold is imported into the country, 
the cash on hand will be increased ; when gold is exported, 
the cash on hand will be diminished ; and the Bank 
has no power to prevent the effect of this operation. 
Indeed, since the Bank has become a bank of deposit 
to the London joint-stocks, as well as the private 
banks who make their payments with each other at 
the clearing by transfers, her power in this respect is 
much curtailed. But the Bank attempts to regulate 
these fluctuations in the amount of gold by altering 
her rate of interest ; hence the directors raise their 
interest, as they say, “ to protect their reserve.” This 
measure has not always been effectual. In Novem- 
ber, 1857, though the Bank charged ten per cent., the 
reserve was much below the proportion mentioned by 
Mr. Weguelin, and the Act of 1844 was consequently 
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suspended by the Government. These facts show that the 
banking department of the Bank of England and the 
London joint-stock banks are in dissimilar circumstances, 
and cannot readily be subjected to the same principles of 
government — so far, at least, as the regulation of the cash 
in their tills. 

4. Mr. Weguelin, on the 10th November, 1856, informed 
the Chancellor of the Exchequer that ho thought there was 
a source of danger in the state of the joint-stock banks of 
London, and that they, more than the Bank of England, 
ought to be brought before a Parliamentary Committee. 
How happily it occurred. The Committee appointed in 
the first instance to inquire into the operations of the Act 
of 1844 was afterwards empowered to inquire into the 
causes of the pressure of 1857. Mr. Weguelin was him- 
self a member of that Committee. The London joint- 
stock banks were accused of being the cause, or at least 
one cause, of that pressure. A director of the London 
and Westminster Bank, and a director of the London 
Joint-Stock Bank, were among the witnesses. What a 
fine opportunity for Mr. Weguelin, by the cross-examination 
of these witnesses, to bring into public view the hidden 
danger he had denounced to the Chancellor of the Ex- 
chequer! But no, — in the meantime Mr. Weguelin had 
become better informed upon the subject. The pressure 
of November, 1857, had shown him that the joint-stock 
banks not only had reserves adequate to meet all the 
claims made upon them, but were also enabled to render 
important assistance to the Bank of England, and, through 
them, to the whole commercial community. Mr. Wegue- 
lin, therefore, refrained from repeating a charge which 
had been founded only on a want of information. 

11. John Twells, Esq. 

On the 17th of July, 1857, Mr. John Twells, a partner 
in the London private bank of Messrs. Spooner, Attwoods, 
and Co., was examined before the Committee on the Bank 
Acts. In his evidence, he stated that the profits of some 
of the London joint-stock banks had amounted to 18 
or 20 per cent. He underwent an examination as to how 
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this was done, and various hypotheses were suggested to 
account for this phenomenon ; but Mr. T wells declared it 
was a mystery he could not solve. This reminds us of 
the question put by King Charles the Second to the 
Fellows of the Royal Society — ‘‘ How is it, that if a live 
fish be put into a vessel of water, the vessel weighs no 
heavier than before ? ” It was not the fact. Mr. Twclls, 
and Mr. Hildyard, by whom he was examined, tried to 
account for what was not the fact. The joint-stock 
banks have never made 20 per cent, profit. It was the 
dividend, not the profit, that was 20 per cent. The profit 
was made upon the whole amount of their funds, but 
was divided upon their capital ; and as their total funds 
were much larger than their capital, a small amount 
of profit made a large amount of dividend. For example : 
the only two banks that have paid a dividend so high 
as 20 per cent,, have each a capital of 600,000^. The 
bank that paid the highest dividend, had, in January, 
1858, deposits to the amount of 10,700,000Z., and the 
other, 9,G00,000^. Supposing the capital to be invested 
in Government Securities at 3 per cent., and the deposits 
employed at a profit of about 1 per cent., this would be 
sufficient to make up the dividend. Where, then, is the 
mystery ? Another joint-stock bank had deposits to the 
amount of 13,900,000^., but it paid a lower dividend, for 
it had a paid-up capital of 1,000,000/. ; a capital less in 
proportion to its deposits than the other two banks. 

We think there is another misconception in connexion 
with this subject. It is a mistake to suppose that joint- 
stock banks make larger profits than the private banks. 
It is obvious that, in relation to the funds employed, the 
net profits cannot be so high, as they allow interest 
on deposits, which the private banks generally do not. 
Their profits are also less when compared with their 
paid-up capital. The private bankers do not profess to 
have large capitals invested in their business ; they trade 
upon the reputation of the partners as men of property. 
It has been contended on their behalf, that to carry on 
business with your own money is not banking. It is 
banking to trade with other people’s money. According 
to our own definition (page 23), ‘‘a banker is an inter- 
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mediate party between the borrower and the lender. He 
borrows of one party and lends to another ; and the dif- 
ference in the terms at which he borrows, and those at 
which he lends, forms the source of his profits.” It is 
obvious that a bank may be carried on without any 
capital ; and banks have been carried on for years after 
all the capital, and all the property of the partners, and 
half the deposits, have been irrecoverably lost. Even when 
the partners are all wealthy men, it is not customary to 
invest much of their property as capital in the bank, simply 
because much capital is not required. Hence the profits 
of the partners in a private bank are usually higher 
in proportion to their capital than the dividends paid to 
shareholders in joint-stock banks. 

But here we must caution the reader against, the error 
of supposing that in either a private or a joint-stock 
bank a paid-up capital is a matter of indifference. 
It has been said that good management is of greater 
importance than paid-up capital.” This is literally 
true ; but within it lurks a fallacy of comparison. It 
seems almost natural to the human mind, when it 
compares two things and finds one greater in any 
respect than the other, to entertain feelings of dis- 
paragement towards that which has the quality in 
only an inferior degree (see page 392) ; but we should 
remember that the degrees of comparison are, “ good — 
better — best;” not better — best.” Hence, when 

we admit that good management is of more im- 
portance than paid-up capital,” it does not follow from 
this proposition that paid-up capital is of little import- 
ance, or of no importance ; still less that it is a clog or 
hindrance to the prosperity of the bank. But such a 
sentiment has sometimes been expressed. When the 
deposits of a joint-stock bank have largely increased 
and money is abundant, some of the shareholders have 
said to the directors, You have more money than you 
are able to employ ; give us back half our capital and 
they have fondly imagined that, reducing the capital, 
and increasing the pro rata amount of the dividend, would 
be the same thing as increasing the profits. This is the 
same fallacy of comparison as that to which we have 
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already referred, and arises from confounding the ideas of 
profit and of dividend. 

III. The Speech from the Throne. 

The Committee on the Bank Acts of 1844 and 1845 
delivered their Report to the House of Commons on the 
30th July, 1857 ; they state that, as the investigation of 
the subject referred to them is still incomplete, they re- 
commend that a Select Committee bo appointed to resume 
the inquiry in the ensuing session of Parliament. When 
the Committee delivered this Report, they little thought 
that, on the 12th November, about three months after- 
wards, the Act of 1844 would be a second time suspended. 
Yet such was the case ; and the Parliament was specially 
summoned to meet on the 3d of December, to grant a Bill 
of indemnity to all who were parties to that suspension. 
The Queen commenced her Speech with reference to this 
subject thus : — 

“ My Lords and Gentlemen, — Circumstances have recently 
arisen connected with the commercial interests of the country, 
which have induced me to call Parliament together before the 
usual time. 

‘‘ The failure of certain joint-stock banks and of some mercan- 
tile firms, produced such an extent of distrust as led me to autho- 
rize my ministers to recommend to the Directors of the Bank of 
England the adoption of a course of proceeding which appeared 
necessary for allaying the prevalent alarm. As that course has 
involved a departure from the existing law, a Bill for indemni- 
fying those who advised and those who adopted it, will be sub- 
mitted for your consideration.” 

The certain joint-stock banks ” that had failed previous 
to the suspension of the Act of 1844, were the Liverpool 
Borough Bank, which stopped on the 27th October; the 
Western Bank of Scotland, which stopped on the 9 th of 
November, and the City of Glasgow Bank, which stopped 
on the 11th of November, the day before the Act was 
suspended. After the suspension of the Act, the Wolver- 
hampton Banking Company stopped on the 17th of 
November, and the Northumberland and Durham Bank 
on the 25th of November. Both the City of Glasgow 
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Bank and the Wolverhampton Bank resumed payment 
on the 14th of December. 

It will bo observed that the Boyal Speech refers to those 
joint-stock banks which had failed previous to the suspen- 
sion of the Act of 1844; it makes no reference to any 
which had not failed. Here, then, we have no charge to 
refute. With regard to those which had failed, it is said 
that their failure, in connexion with that of some commer- 
cial houses, had produced distrust ; but it is not stated 
what kind of distrust, nor why that distrust should war- 
rant a suspension of the Act. One or two connecting 
links between the cause and the effect seem to be re- 
quired. Possibly we may be able to supply these con- 
necting links. For some weeks previously to the suspen- 
sion of the Act, it was publicly stated, that many mer- 
chants applied to the Bank for an amount of discount 
greatly exceeding their actual wants, from a fear that a 
time would come when they would not be able to obtain 
what they might absolutely require.* Hero was the dis- 
trust. It was, doubtless, true that this distrust was 
increased by the failures referred to in the Royal Speech. 

We are thus enabled to supply the connecting links in 
the Royal Speech. 

The failure of certain joint-stock banks and of some 
mercantile firms produced distrust. 

This distrust caused greater demands on the Bank of 
England. 

This increased demand exhausted the funds of the Bank 
of England. 

This exhaustion of the funds of the Bank of England 
induced the Government to authorize the Bank to violate 
the Act of 1844. 

It is clear that the remedy was adapted for the removal 
of the disease. The Bank were thus enabled to supply 
themselves with funds. With these funds they were enabled 
to meet the increased demand. By meeting the increased 
demand they removed the distrust. It is true that by 
removing the distrust, they did not resuscitate the bank- 
ing and commercial establishments which had failed ; but, 

* This statement has been confirmed by the evidence given before the Com- 
tnittee on the Bank Acts, by Mr. Neave, the present Governor of the Bank. 
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probably, they prevented other failures, and, at all events, 
they prevented that hirther demand to which the conti- 
nuance of the distrust might have given rise. The wisdom 
of the measure is obvious. The Act of 1844, by limiting 
the means of tlie Bank, had produced distrust, and hence, 
to remove the distrust, the Government sanctioned the 
violation of the Act, and thus supplied the Bank with 
additional means. 

This was not the first time the joint-stock banks had 
the honour of being mentioned in a Speech from the 
Throne. In the Speech delivered January 31, 1837, the 
Commissioners say — 

“ His Majesty recommends an early renewal of your inquiries 
into the operation of the Act permitting the establishment of 
joint-stock banks. The best security against the mismanagement 
of banking affairs must ever be found in the capacity and inte- 
grity of those who are entrusted with the administration of them, 
and in the caution and prudence of the public ; but no legislative 
regulation should be omitted, which can increase and insure the 
stability of establishments upon which commercial credit so much 
depends.'* 

This sentiment may be regarded as a truism, but it is 
one of considerable importance. It is useful to share- 
holders and to the public to be reminded that no joint- 
stock bank can prosper without good management. And 
it is useful to legislators to be reminded of the limits of 
legislation. The inquiry which had commenced in May, 
1836, was, in compliance with the Eoyal Speech, continued 
until July, 1838 ; and the Committee, at the close of the 
session, recommended that the laws respecting joint-stock 
banks should be brought under early consideration. 

IV. Lord Overstone. 

At the meeting of Parliament on the 3d of December, 
1857, Lord Overstone made a speech in the House of 
Lords, from which the following is an extract : — 

“ The panic in the United States arose, extended to this 
country, and where did the malaria first strike us ? At our 
ports — at Liverpool and Glasgow, where joint-stock banks soon 
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proved the iinsoundness of their position. The cause of the 
difficulties was to be found there ; and unless some remedy could 
be devised for it, any attempt to deal with our monetary laws 
would be utterly deceptive. Tliere had grown up in this country, 
and had been rapidly developed within the last ten or fifteen 
years, a false system of credit and of holding deposits at call 
carrying interest, a system which had grown to an enormous 
extent, and which was still growing ; and if that evil was not 
corrected it would certainly overturn our monetary system 
altogether. That was not an isolated opinion of his own, for 
there was scarcely a man of enlarged views and experience in the 
city of London who did not entertain the same views. It was 
indispensable that the attention of Parliament should be directed 
to that subject. Let them look at the difliculty in which the 
country was placed, notwithstanding the -relief supposed to be 
afforded by an exceptional dealing with the Act of Parliament. 
He did not mean to say that the Government ought not to have 
taken the step which they had, but he did say that if the Act had 
been maintained only twenty-four hours longer the whole of the 
vicious system to which he had referred would have been got 
rid of by the crumbling to atoms of the institutions which fostered 
it. Irretrievable ruin would have followed, and the commercial 
atmosphere would liave been cleared. But to prevent that, it was 
deemed necessary to interfere, and to suspend the operation of 
the Bank Act.” 

If the above language respecting the banks at Liverpool 
and Glasgow simply means that the fiiilure of those banks 
proves their unsoundness, we admit its accuracy. But if 
it be intended to imply that the failure of one bank at 
Liverpool and of one or two at Glasgow proved the 
unsoundness of all the joint-stock banks in England and 
Scotland, or even of all the banks in Liverpool and Glas- 
gow, the conclusion is obviously illogical — we cannot draw 
general conclusions from individual cases. 

We are not sure that by ‘‘the institutions holding 
money at call bearing interest,” Lord Overstone intends 
to refer to the London joint-stock banks. We thought 
at first that he did so, because we had heard that some 
persons who professed to maintain his lordship’s theory 
had uttered opinions somewhat similar upon the subject. 
But when we read that “ if the Act had been maintained 
only twenty-four hours longer these institutions would 
have been crumbled into atoms,” we felt assured that his 
lordship intended no allusion to the London joint-stock 
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banks. The men of enlarged views and experience in 
the city of London,” with whom his lordship was in 
communication, would have prevented his falling into 
so grievous an error. Who are the parties referred to, 
his lordship has not thought proper to specify ; nor has he 
assigned any reasons for the soundness of his opinion. And 
as it is not our present object to inquire into the causes 
of the recent crisis, except so far as they are attributed to 
the joint-stock banks, wo shall form no conjectures on the 
subject. 

y. Sir George Cornewall Lewis, Bart. 

Sir George Lewis has written an excellent book upon 
Logic. It is entitled A Treatise on the Methods of Ob- 
servation and Reasoning on Politics.” But whatever skill 
any one may have in Logic, unless ho have also a practical 
knowledge of the subject on which he reasons, he will be in 
danger of falling into erroneous conclusions. Such we 
apprehend has been the case with Sir George Lewis. As 
Chancellor of the Exchequer, he submitted to the House 
of Commons, on the 11th of December, 1857, a motion 
that a Select Committee on the Bank Acts should be re- 
appointed, and should also inquire into the causes of the 
recent commercial distress, and investigate how far it has 
been affected by the laws for issuing of bank-notes payable 
on demand. In this speech he made the following refer- 
ence to the London joint-stock banks : — 

“ I would only direct the attention of the House to a fact well 
known to all persons who are at all acquainted with this class of 
subjects — viz. the great expansion which the system of holding 
money on call has received within the last few years. It is un- 
doubtedly, to a great extent, to the abuse of that system — which 
I believe is in the main a wholesome and beneficial system, 
tending to collect together and to turn to good account the scat- 
tered resources of the country, but, nevertheless, eminently liable 
to abuse, and containing within it elements of danger — that many 
of the evils of the recent crisis may be attributed. It is the sys- 
tem of giving interest upon bankers* deposits — formerly almost 
unknown in this country, but for many years practised to a great 
extent in Scotland, — which has made a great practical change in 
the working of our banking laws. Every one must see that there 
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s a great difference between deposits placed with a banker for 
the sake of safe custody and the convenience of drawing — where 
the depositor keeps only the smallest sum which is suflicient for 
ordinary payments, and where he draws it out in small sums, as 
was formerly the case in England, — and the deposits which are 
almost in the nature of investments, wdiere the depositor receives 
a high rate of interest, where he seeks to augment instead of to 
diminish them, and where (particularly if he is a banker) he has 
occasion to draw out large sums at the shortest possible notice. 
The difference between the two is manifestly great, and it is not 
dependent on the law, but it has a great effect on our banking 
system. With reference to this subject, I will take the liberty of 
directing the attention of the House to a passage in a letter from 
Mr. Cotton, addressed to me in October, — more than a year 

ago — which is printed in the appendix to the report of the Bank 
Committee, and wdiich I think shows some foresight as to the 
operation of this system. Mr. Cotton says — 

“ ' The system of banking in Scotland which has lately been 
introduced into London — viz. to allow interest on deposits at 
call, or on short notice — has given, and will give, rise to serious 
inconvenience, as the depositors, in the event of a monetary 
crisis, will demand payment when they would not sell their own 
securities.’ 

“ This I think shows a foresight and a consciousness on the part 
of Mr. Cotton of what was likely to be the effect of lliis system.” 

Sir George has referred to accounts, on which no in- 
terest is allowed. The London private bankers allow 
no interest on the sums lodged in their hands. These 
accounts are called current accounts. By far the majority 
of the merchants and public companies of London keep 
their accounts with the private bankers, and it is a mistake 
to suppose that their balances are, either individually or col- 
lectively, of very small amount. Had Sir George inquired 
of Mr. George Carr Glyn or of Mr. Martin Tucker Smith, 
both of whom were members of the Bank Acts Committee, 
he might have obtained better information on the subject. 
They would not have told him that all their customers 
kept only “ the smallest sum which was sufficient for ordi- 
nary payments.” In fact, bankers will not retain accounts 
that do not keep what is deemed a sufficient balance. If 
the party requires discount, he is expected to keep a still 
larger balance, and most mercantile houses of any standing, 
and also many wealthy individuals, make it a point to keep 
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what they deem a respectable balance. All these balances 
are payable on demand, and so are the balances of the 
drawing accounts in the Bank of England. If, then, it 
be an evil that bankers should receive money return- 
able on demand, it is an evil not confined to sums lodged 
on interest with the joint-stock banks. 

Sir George has referred to the practice of banks in 
Scotland with regard to deposits. We have described 
their practice in our Practical Treatise on Banking 

Those regulations which the banks have established as 
the rule of their transactions between themselves and the 
depositors are the following : — The depositor may place in the 
bank any amount of money he pleases above 10/. The whole or 
any part of IIk; deposit may be withdrawn at the pleasure of the 
depositor wit In )ut previous notice. Interest is allowed on the 
deposit from the day it is lodged in the bank until the day it is 
drawn out. The balance of a current account is allowed interest 
at the same rate as though it were a permanent deposit. 

‘‘The following are the advantages ascribed to the deposit 
system : — 1. It is advantageous to the lower classes — in pro- 
viding a place of safety for their deposits — in granting tliem 
interest on their savings — in encouraging habits of frugality — and 
thus often enabling them to advance in society. 2. It is 
advantageous to capitalists in furnishing them with a secure 
mode of employment of capital, either for a longer or a shorter 
period, at their pleasure. 3. It is advantageous to the country 
— by augmenting the amount of national capital — by increasing 
the demand for labour — by granting facilities to trade and com- 
merce — and by removing the temptations to engage in hazardous 
speculations and foreign investments. 4. It is advantageous to the 
banks — by inducing every person to deposit liis money in a bank 
— by furnishing the banks with capital to carry on their business 
— and by putting in circulation a large amount of their notes.”* 

When Sir George says this practice was formerly 
unknown in this country^ he must mean unknown in Lon- 
don. It has always been well known to our country 
bankers, who . have allowed interest, not only on deposits, 
but also on current accounts, and have charged com- 
mission on the amount of their transactions. The 
private bankers of London have, however, kept to 

* These propositions are confirmed by quotations from the evidence given by 
the Scotch bankers belore the Parliamentary Committees of 1826. 
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the system of allowing no interest and charging no com- 
mission. They depart from this practice only in the case 
of the accounts of their country banks, to whom they 
allow interest. But Sir George is under a mistake 
if he supposes that the deposit system, introduced into 
London by the joint-stock banks, has effected any change 
in the previous system. It is not a change, but an 
addition. All the joint-stock banks who take deposit 
accounts on interest take also current accounts in the 
same way as the private banks. Both kinds of deposits 
have the same effect — ‘‘ they collect together and turn to 
good account the scattered resources ” of the community. 

Sir George has an impression that the deposits lodged 
at interest with the London joint-stock banks are of 
the nature of permanent investments, and bear a high 
rate of interest. It has been the practice in Scotland for 
people to lodge money in the banks, and live upon the 
interest ; but in England, people who have spare money 
usually invest it in the funds. In London, the per- 
manency of bank deposits depends very much upon the 
rate and the permanency of the interest. The London 
joint-stock banks do not allow a fixed rate of interest ; the 
rate fluctuates with the value of money, and for several years 
past it has been one per cent, less than the minimum rate 
of discount charged by the Bank of England. It has 
been found hitherto, that when the rate has advanced the 
deposits have increased, and when the rate has declined 
the deposits have diminished. A high or a low rate of 
interest is merely an accidental attribute of the deposit 
system. 

After having said that the system of holding money at 
call upon interest has received great expansion within the 
last few years, Sir George states his opinion that it is to the 
abuse of this system that many of the evils of the recent 
crisis may be attributed. But he has not mentioned the 
special abuses to which , he refers, nor described their 
operation in producing the crisis. The only argument he 
advances is a quotation from a letter addressed to him.- 
self, on 4th October, 1856, by Mr. Cotton, a Director of 
thj^ Bank of England, and this opinion of Mr. Cotton, if 
correct, i*efutes the statement it is advanced to prove ; for 



5H 


THE LOGIC OP BANKING. 


if it be true that the deposits lodged with the joint-stock 
banks upon interest are withdrawn during a crisis, they 
cannot be withdrawn until after the commencement of the 
crisis, and, in that case, their ^withdrawal cannot have been 
the cause of the crisis. 

But granting that sums lodged at interest are with- 
drawn largely during a crisis, where is the evil if the 
banks are prepared to pay them 1 In all times of pressure 
bankers are called upon to repay some of the money lodged 
in their hands. But we have no evidence to prove that 
sums lodged at interest with the joint- stock banks are 
demanded either more suddenly, or in larger amounts, 
than the balances of current accounts which bear no 
interest. If, as Sir George states, these deposits partake 
of the nature of investments, the less likely they are to 
be suddenly withdrawn. The pressure of November, 
1857, is the only one which has occurred since the 
deposits of the London joint-stock banks have advanced 
to a considerable amount. Those banks are the only 
parties who can give us any information on the subject-— 
they have not given us this information, and if they 
had, we could not make any comparison with the 
amounts withdrawn from the private banks. The most 
probable opinion is, that during the crisis the deposit 
receipts at interest were not withdrawn in so large a 
proportion as the balances of the current accounts ; but, 
at the close of the pressure, when the public securities were 
low and the banks reduced their interest gradually from 
eight to two per cent., as the Bank of England reduced 
her minimum from ten to three per cent., then these 
deposits were quietly withdrawn, for investment else- 
where, and the balances of current accounts, as money 
became abundant and cheap, were proportionably aug- 
mented. The gradual rise of the funds, the accounts 
since published by the joint-stock banks, and the pro- 
ceedings at their public meetings seem, as far as they go, 
to countenance this opinion. 

VI. The Bankers’ Magazine. 

In the Bankers’ Magazine for January, 1858, we read as 
follows : — 
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“ The same high financial authority charges the practice of late 
years by most of the joint-stock banks — a practice borrowed from 
the Scotch system of banking — of allowing interest on deposits at 
call or on sliort notice, with having sensibly added to the embar- 
rassment. Possibly this is a complaint not altogether without 
foundation. It is clear that no banking company can allow 
high interest on deposits without lending the money out at 
still higher interest, and, as a general rule, to do that they must 
invest it in securities that are not immediately available ; the con- 
seouence is, that unless a reserve is maintained large enough to 
tell seriously upon divisible profits, a rush on the part of the 
depositors miglii necessitate such an inroad upon the funds avail- 
able for the current every-day business, as to compel the esta- 
blishment to close its doors.” 

Whatever authority Sir G. C. Lewis (the high financial 
authority above referred to) may possess oa a ques- 
tion of ways and means, we should consider the Scotch 
banks a higher authority upon the question of allowing 
interest on deposits. But we discard all authority on 
questions that admit of logical investigation. Every writer 
on banking must take upon himself the responsibility of 
proving the soundness of his own opinions. The sentiments 
we have quoted must be tested by practical experience 
and correct reasoning. The writer observes : — 

It is clear that no banking company can allow high in- 
terest on deposits without lending the money out at still 
higher interest.” 

Very clear, whether the interest be high or low. But 
this writer is mistaken if he supposes that banking com- 
panies first fix the rate of interest they will allow on 
deposits, and then look about for investments that will 
yield a higher interest. On the contrary, they first ascer- 
tain what interest can be obtained on good banking secu- 
rities, and then determine what proportion of that rate 
should be allowed to depositors. In the case under con- 
sideration the London joint-stock banks allowed on 
deposits one per cent, less than the minimum rate of 
discount charged by the Bank of England. Before they 
advanced the interest to a high rate they knew that the 
deposits could be employed at a higher rate, and knew 
also that they could be employed immediately, for it was 
B b2 
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the increasing demand for discounts that induced the 
Bank to advance the rate. 

And, as a general rule, to do that they must invest it 
in securities that are not immediately available.” 

It is useless to discuss the soundness of any general rule 
unless it be applicable to the case under consideration. 
The article on which we are commenting is headed, ‘‘ The 
Commercial Crisis, 1 857.” In that year the rule acted upon 
by the joint-stock banks was the reverse of this, and 
necessarily so. The mmt was on the other side. To make 
a profit on their deposits, they were compelled to invest 
in bills of exchange, loans on stock or other short and 
convertible securities. For when the Bank of England 
advanced her rate of discount, the rate of interest yielded 
by inconvertible securities did not rise to the same rate. 
At the time when ten per cent, could be obtained on the 
discount of first-class commercial bills, mortgages or rail- 
way debentures having three or four years to run could 
not be readily obtained at five per cent. 

The cases in which a banker may be tempted by a higher 
rate of interest to lock up his funds in inconvertible secu- 
rities occur not when the rate of interest is high, but 
when it is low. When the minimum rate of the Bank is 
two per cent., as it was in 1852, and the market rate of 
discount is still less, then railway debentures having a 
few years to run may occasionally be taken at an in- 
terest of three per cent. But when the Bank rate is 
high, and interest on deposits is consequently high, 
there is always a good demand for discounts even at the 
high rate. 

‘‘ The consequence is, that unless a reserve is maintained 
large enough to tell seriously upon divisible profits, a rush 
on the part of the depositors might necessitate such an 
inroad upon the funds available for the current every-day 
business, as to compel the establishment to close its 
doors.’’ 

Here we have the same dilemma which we havp noticed 
at p. 541. The argument assumes that a banker must 
either keep too much money in his till or too little. He 
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is not compelled to do either. There is a third course 
open to him. The dilemma is defective in enumeration, 
and falls to the ground. 

With reference to a high rate of interest, this dilemma 
may fairly be retorted thus : — 

‘•Every bank that allows too high a rate of interest 
must either maintain an insufficient amount of money 
in the till or make small profits. 

“It is proved by their last reports that in 1857 the 
joint-stock banks of London did not keep an insufficient 
amount of money in their tills nor make small profits. 

“Therefore in the year 1857 the joint-stock banks of 
London did not allow too high a rate of interest.”* 

VII. Report from the Select Committee of the House 
of Commons on the Bank Acts (1858). 

We shall notice only those portions of this Report that 
have a reference to the London joint-stock banks. 

The Report states that since 1847 three most important 
circumstances have arisen affecting the question referred 
to the Committee : 1. An unprecedented extension of 

our foreign trade ; 2. An importation of gold and silver 
on a scale unknown in history since the period which 
immediately succeeded the first discovery of America ; 
and, 3. A most remarkable development of the economy 
afforded by the practice of banking for the use and distri- 
bution of capital. 

With regard to the last subject we quote the following : — 

“ Wliile this expansion of trade was in progress, and the 
precious metals received this remarkable addition, a new feature 
m the banking business of the country was observable. The 
joint-stock banks in London entered more and more into compe- 


* In the same paper we read : — 

“ For many and obvious reasons, a change which would establish a uniform 
paper currency for England, Scotland, and Ireland, and place the responsibility 
of note issues in the hands of one establishment, would conduce to the public 
convenience and advantage.” 

At a General Meeting of Deputies from the joint-stock banks, held in the 
year 1 840, it was resolved “ That the present mode of conducting the circula- 
tion of the country by means of numerous issuers controlled by an effective 
system of local exchanges, is well adapted to the state of the community, and 
powerfully promotes the agriculture, trade, mining, and general industry of tlH 
nation, and that equal advantages could not be obtained by one bank of issue.” 
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tition with the private banks, and by their practice of allowing' 
interest on deposits, began to accumulate vast amounts. On the 
8th June, 1864;, the private bankers of London admitted the 
joint-stock banks to the arrangements of the clearing-house, and 
shortly afterwards the final clearing was adjusted in the Bank of 
England. The daily clearances are now efiected by transfers in 
the accounts which the several banks keep in that establishment. 
In consequence of the adoption of this system, the large notes 
which the bankers formerly employed for the purpose of adjusting 
their accounts are no longer necessary. The diminution in the 
use of these notes is shown by the following figures : 

Bank Notes of 200/. to 1,000/. : 


1852 £5,856,000 

1857 £3,241,000 


Meanwhile the joint-stock banks of London, now nine in 
number, have increased their deposits from 8,850,774/. in 184-7, to 
43,100,724-/. in 1857, as shown in their published accounts. The 
evidence given to your Committee leads to the inference that of 
this vast amount, a large part has been derived from sources 
not heretofore made available for this purpose; and that the 
practice of opening accounts and depositing money with bankers 
has extended to numerous classes who did not formerly employ 
their capital in that way. It is stated by Mr. Bodwell, the 
chairman of the Association of Private Country Bankers, and 
delegated by them to give evidence to your Committee, that in 
the neighbourhood of Ipswich this practice has lately increased 
fourfold among the farmers and shopkeepers of that district; 
that almost every farmer, even those paying only 50/. per annum 
rent, now keep deposits with bankers. The aggregate of these 
deposits of course finds its way to the employments of trade, and 
especially gravitates to London, the centre of commercial activity, 
where it is employed first in the discount of bills, or in other 
advsmces to the customers of the London bankers. That large 
portion, however, for which the bankers themselves have no im- 
mediate demand, passes into the hands of the bill-brokers, who 
give, to the banker in return commercial bills already discounted 
by them for persons in London and in different parts of the 
country, as a security for the sum advanced by the banker. The 
bill-broker is responsible to the banker for payment of this money 
at call ; and such is the magnitude of these transactions, that 
Mr. Neave, the present Governor of the Bank, stated in evidence, 
‘ We know that one broker bad 5 millions, and we were led to 
believe that another had between 8 and 10 millions ; there was 
me with 4, another with 3J, and a third above 8. I speak of 
deposits with the brokers.* ” 
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Upon this quotation we will make a few remarks 

1. “ The joint-stocks of London entered more and more 
into competition with the private banks.” 

Private banks . — This is almost the only instance in which 
the committee make any separate mention of the private 
banks. In a few instances we meet with notices of Lon- 
don bankers,” but in these cases the phrase includes, we 
presume, both the private and the joint-stock banks of 
London. Of the private banks of London they give us but 
slender information. With a little inquiry they might have 
ascertained that these banks are sixty in number, of whom 
twenty-five are members of the Clearing-house — that all 
these banks open current accounts with their customers, 
and that the balances of these accounts are all payable 
on demand — that by far the majority of the wealthy 
merchants and public companies in the City, and by far 
the majority of the aristocmcy at the West-en^ keep their 
accounts with the private banks — that the greater part 
of the country private and joint-stock banks in Eng- 
land, and nearly all the banks in Scotland and Ireland, 
keep their London accounts with the private bankers. 
If, then, this Committee, in noticing the prosperity of 
the joint-stock banks, intended to disparage the privati 
banks, they must, we think, have proceeded on imperfect 
information. 

Tiie joint-stock hanks of London , — When these banks 
stated in their published accounts that their “ deposits ” in 
June 1857 amounted to 43,100,724^. they did not mean that 
this amount was all lodged upon interest. It included 
the balances of all their “current accounts” and their 
“ deposit receipts ; ” all the deposits which received 
interest, and all which did not receive interest. What 
proportion bore interest we do not know, as none of 
the banks have given us any information on the sub- 
ject. Nor do we know whether this amount, held by nine 
London joint-stock banks, is more or less than the total 
deposits held by the sixty private London banks. The 
Report states that a large part of the sums lodged with 
the joint-stock banks have been derived from new sources ) 
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if SO, it would appear that notwithstanding all their com- 
petition, the joint-stock banks have not taken many 
deposits from the private bankers. 

Competition , — When it is said that the joint-stock banks 
entered more and more into competition with the private 
banks, it can mean only that the joint-stock banks 
advanced their interest on deposits as the Bank of Eng- 
land advanced their rate of discount. Their admission 
into the clearing-house in 1854 is a proof that the good 
feeling between these two ckisses of banks had advanced 
during this period. By this event, and by tlie new mode 
of adjusting the clearing, the Bank of England, the joint- 
stock banks, and the private banks became in a manner 
united. This was always the wish of the joint-stock 
banks. When the first bank was formed in the year 1834, 
they applied for permission to open an account with the 
Bank of England, and for admission into the clearing- 
house. They were permitted to open an account with 
the Bank of England in the year 1842, and were admitted 
into the clearing-house, as above stated, in the year 1854. 

2. The extension of the Deposit system of banking, 

Mr. Rodwell gave evidence to show that the deposit 
system of banking has extended throughout the country. 
This, we believe, was owing mainly to the increase of 
joint-stock banks in the year 1836. But the private 
bankers shared in the benefits of the system. The Report 
is wrong, however, in supposing that the effect is merely 
to collect deposits : another effect is to create means for 
their employment. The country banker employs his 
deposits first in his own district. But banks in agricul- 
tural districts have more funds than they have the means 
of employing, and they send the surplus to London. On 
the other hand, banks in manufacturing districts can 
employ more funds than they possess, and they get 
additional funds by sending their bills to London for 
re-discount. 

We have on several occasions called the public attention 
to the extension of the deposit system of banking. This 
was one of the causes we assigned for the reduction of 
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the country circulation from 11,7 15,52 7Z. in 1839 to 
7,667,916^. in 1843. We stated : — 

“ The practice of keeping banking accounts has extended very 
much of late years. Instead of carrying notes in tlieir pockets 
as formerly, people now lodge the notes with their banker, and 
make their payments by giving cheques on the bank .” — Fractical 
Treatise^ p. 483. 

We assigned this, too, as one reason why greater incon- 
venience had not been felt by the restrictions placed on 
the circulation of the country banks by the Act of 1844 : — 

“ At the same time we believe that much of the restriction 
that would otherwise have been felt, has been prevented by a 
cause to which we have already referred, the extension of the 
Deposit System of Banking, formerly, to keep a banker was 
the privilege of a few ; now it is the practice of the many. It is 
easy to perceive how this operates.. If all the notes in a town 
are lodged with the bankers and the depositors make their pay- 
ments by cheques, notes are not required ; the payment is made 
by a transfer from one account to another. If the two parties 
keep accounts with different bankers, the eflect is the same. 
For the country bankers make their exchanges with each other 
daily or weekly, and pay the difference by an order on their 
Loudon agent. This order is again passed tlirough the clearing, 
and the differences between the clearing bankers are paid by a 
draft on the bank of England. It is thus theoreticallv possible, 
that all the monetary transactions of a country may be settled 
by a system of transfers ; and it is practically the fact, that a 
large proportion of them are so settled ; and this amount has, of 
late years, largely increased, and is still increasing. We have 
no published accounts of the amount of deposits in the country 
banks, but we have of the joint-stock banks of London.* The 
oldest of these banks has been established only twenty years, 
yet their united deposits in London are now above 22,000,000/., 
while, during the same period, the private deposits of the Bank 
of England have increased from 5,000,000/. to 12,000,000/. It 
cannot be supposed that all these deposits have been withdrawn 
from the private bankers. These large deposits are owing, I 
think, to the greater number of persons who now keep accounts 
with bankers, increased, no doubt, in recent years, by the increas- 
ing wealth and prosperity of the country ; and though I have not 
the returns necessary to prove it statistically, I believe that 
similar operations are taking place throughout the country ; and 
that the prosperity of joint-stock banks lias not in this respect 

* This was written in 1854. 

B B 3 
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caused any corresponding decline among the private banks.” — 
Ibid. p. 485. 

The London Committee of Deputies from the Joint- 
stock Banks passed in the year 1855 the following resolu- 
tions : — 

”1. That the Deposit System of Banking, which enables 
individuals to place n\oney in banks and to make all their pay- 
ments by cheques, is beneficial to the depositors themselves, to 
the banks, and to the community at large. 

”2. That the introduction of joint-stock banks has greatly 
extended this system, and brought its advantages within the 
reach of the less wealthy classes of society.” 

The statement, therefore, that the deposit system of 
banking has extended very much throughout the country, 
and that the extension is mainly caused by the joint-stock 
banks, is no new discovery ; but it would have been a new 
discovery if the Committee had shown that this system 
was very iiyurious to the country when the banks allowed 
interest on the deposits, but was very beneficial when they 
allowed none. 

The Committee have gone for their illustration into 
the country ; but it is a mistake to suppose that this system 
has prevailed throughout the country, but not in an 
equal proportion in London. It was to extend this 
system that the first London joint-stock bank was esta- 
blished. In proof of this, we may refer to the extract we 
have made from our “Practical Treatise,” at page 185 of 
the present work. 

The Committee are also under a mistake in supposing 
that the money remitted from the country “ is employed 
first in the discount of bills or in other advances to the 
customers of the London bankers.” The London bankers 
are not dependent on their country connexions for any 
portion of the funds with which they discount for their 
London customers. It is not the practice of the London 
bankers to make separate investments of the different 
classes of their deposits ; but we apprehend that there is 
no London bank whose deposits from its London customers 
only are not higher than the amount of its discounts. 

3. The amount of deposits in the hands of the bill- 
brokers. 
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We are at a loss to know from the language employed 
whether the amounts stated denote the whole amount in 
the hands of the bill-brokers, or merely the amounts 
placed there by “ the London bankers ; ” and we are 
also at a loss to know whether by “ the London bankers ” 
the Committee mean only the private bankers of London, 
or include with them the London joint-stock banks. We 
are further at a loss to know whether, in the quotation 
from Mr. Neave’s evidence, he intended to speak of five 
bill-brokers or only of three. 

On referring to Mr. Neave’s evidence, we find that, 
in reply to question 402, he states the total amount of 
the deposits in the hands of three bill-brokers, without 
any reference to their connexion with the London bankei*8. 
His words are these, — “ I have no means of speaking 
decidedly, but we know that one broker had 4,000,000/., 
another 3,e500,000/., and a third we supposed to have 
above 8,000,000/. I speak of deposits with the brokers.” 

It is a mistake to suppose that the country bankers 
who send money to London send it all to their London 
bankers.” Many country private and joint-stock banks 
have direct accounts also with the London bill-brokers, 
and they feed their banking account as may be neces- 
sary by transfers from their account with the bill-brokers. 
In London it is not the practice of any banks to grant 
discount accounts to parties who have not current accounts. 
Their surplus funds, so far as they are employed in discount- 
ing bills, are usually employed with the bill-brokers. But it 
is a mistake to suppose that these funds are all lodged on 
deposit. The joint-stock banks discount for the bill- 
brokers as they do for merchants ; taking the bills into 
their own possession, and returning them to the brokers 
only in case they should not be paid. They do this be- 
cause the brokers’ rate of diseount is higher than their rate 
of interest on deposits, and because the joint-stock banks 
give to the public the same rate of interest on deposits 
which they get from the brokers. But still it serves their 
purpose to keep a portion on call with the brokers, as they 
can then keep a smaller amount in their till. To a certain 
extent, and in ordinary times, the money at call with the 
brokers is the same as money in the till bearing interest. 
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Mr. Neave states that there are three bill-brokers who 
held deposits to the extent of 8,000,000^., 4,000,000^., 
and 3,500,000^. The only three bill-brokers in London 
who have ever received deposits to any large amount 
are Messrs. Overend and Co., Messrs. Alexander and Co., 
and Messrs. Sanderson and Co. We are at no loss to know 
“ the principal house,” for though the name is not men- 
tioned in the Report nor in the evidence, yet in the Index 
we read thus : — 

“ Overend j Gurney^ and Co . — ^Reference to an application on the 
28tli Oct. from Messrs. Overend, Gurney, and Co., for an assur- 
ance that the Bank would give them any loans they might require. 
— Neave^ 29, 37 4.” Reference to the advance of not less than 
700,000/. to Overend, Gurney, and Co. on the 12th November. 
— Keave^ 6G1-663.” 

Again, the Report states — 

** On the 11th November, Sanderson and Co., the large bill- 
brokers, stopped payment. Their deposits were supposed to 
be 3,500,000/.’’ 

This seems sufficient evidence that the third bill-broker 
was the house of Messrs. Sanderson and Co. 

Having now two names out of the three, we can, by an 
easy logical process, infer who is the third. The names 
and amounts of deposits will then stand thus : — 

Messrs. Overend, Gurney, and Co. . . .£8,000,000 

Messrs. Alexander and Co 4,000,000 

Messrs. Sanderson and Co 3,500,000 

£15.500,000 

We now proceed to some farther quotations from the 
Report. 

After relating the suspension of cash payments by the 
banks in America, the Report states : — 

Great alarm naturally prevailed in London, the centre of all 
the monetary transactions of the world. Vast sums deposited 
with the joint-stock banks, at interest, and employed directly by 
themselves, or by the bill-brokers, in addition to other monies de- 
posited by their other customers, were chiefly held at call ; and 
the bill-brokers are stated to have carried on their enormous 
transactions without any cash reserve; relying on the run off 
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tbeii* bills falling due, or in extremity, on the power of obtaining 
advances from tne Bank of England on the security of bills under 
discount. The inevitable result of this system, at a time of com- 
mercial pressure and alarm, was, that the banks limited their 
discounts almost exclusively to their own customers, and began 
to add to their reserves both in their own tills and at the Bank of 
England.” 

Here we read only of the joint-stock banks and the 
bill-brokers. No one would suppose there were any other 
banks in London ; or if there were, they would be led to 
infer that these banks did not hold any money at call, and 
that they had no money in the hands of the bill-brokers, 
and that during the crisis they did not add to their reserves 
either in their own tills or at the Bank of England. 

But further on the scene is again changed, and instead 
of ‘‘Joint-stock Banks” we read “the London Bankers.” 

“ It is interesting to observe, with regard to the private de- 
posits, that the causes to which your Committee have above 
referred, as affecting other bankers, tend to increase the balances 
in the Bank of England, the bank of last resort at a time of 
panic. Thus, for example, the deposits of the London bankers, 
which in ordinary times average about 3,000,000/., continued to 
rise during tlie commercial pressure, and amounted on the 12th 
November to 5,458,000/.” 

As the Committee had begun the paragraph with refer- 
ence to the joint-stock banks and their “vast sums” at 
call, we should have expected that they would have given 
us the amount of their deposits in the Bank of England 
separately, and not the total deposits of all the “ London 
bankers.” We might also have expected the highest 
amount during the crisis, and not merely the amount on 
the 12th November. The deposits from the London 
bankers continued to increase, and on the 30th December 
they amounted to 6,373,000/.* 

Then follows another disparaging statement respecting 
the bill-brokers : — 

“ The bill-brokers were compelled to resort to that establish- 
ment for assistance; and that to so great an extent, that the 

* The first suspension of the Act of 1844 took place on Monday, the 25th 
October, 1847. On the previous Saturday the bankers* deposits in the Bank of 
England were 1,615,000/. The highest amount during the rest of the year was 
on the 11th December, when they were 2,112,000/, 
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principal house went to the Bank to ask whether they could 
obtain discount to an indefinite amount, and actually received, on 
one day, the day on which the Treasury Letter was issued, no 
less a sum than 700,000/. Two discount houses failed. Speaking 
of the general discount market, the Governor of the Bank stated : 
‘Discounts almost entirely ceased in London, except at the 
Bank of England.’ ” 

In these three extracts, which are all taken from one 
paragraph, we have an account of the operations of the 
joint-stock banks, the London bankers, and the bill- 
brokers in a season of pressure. We have described such 
a season in our “ Practical Treatise : ” — 

“ As the pressure advances, he will find that there are three 
demands upon his funds. First, his customers will reduce their 
balances, and keep less money in his hands. Money lodged at 
interest will be taken away, because the parties can make higher 
interest elsewhere, or they will be tempted by the low priee of 
stock to invest it in Government securities. Secondly, he will 
have a greater demand for loans and discounts, not merely from 
weak people whom he might not care about refusing, but from 
persons of known wealth, whom it is his i)iterest and his inclination 
to oblige. Thirdly, he will think it prudent to guard against 
sudden demands by keeping a larger amount of bank notes in his 
till. To meet all these demands he will be compelled to realize 
some of his securities, and he will realize those first on which he 
will sustain no loss.” 

Banks that under circumstances such as these can sup- 
ply the increased wants of their customers, and yet add to 
their reserves both in their own tills and in the Bank of 
England, must previously have been well managed. If 
this be the inevitable result of the system of joint-stock 
banking, it proves the system to be a good one. And the 
greater the sums deposited with the joint-stock banks, 
the more strikingly apparent is the advantage of the 
system. But if the Committee intended to pay a compli- 
ment to the joint-stock banks, we do not think it is 
deserved exclusively, for we doubt not that the other 
‘‘ London bankers” managed their banks with equal pru- 
dence. If, on the other hand, the Committee intended to 
cast a reflection on “ the system,” we would thank them 
to teach us another system, which, either to the banks, 
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to their customei’s, or to the Bank of England, would be 
attended with better results. 

We shall now make some further observations upon our 
last three extracts from the Report. 

1. The London Joint-Stock Banks. 

The Committee repeatedly refer to the vast amounts’* 
deposited with the joint-stock banks. Whether these 
sums are vast as compared with the deposits in the private 
banks we do not know ; but they seem ‘Wast” enough to 
have excited the displeasure of the Committee. It seems to 
be the prosperity of the joint-stock banks which constitutes 
their crime. It is the extent to which they have obtained 
the public confidence that is the chief accusation against 
them. The Committee state that these vast sums were 
obtained through the practice of allowing interest. This 
shows that the practice was agreeable and useful to the 
public, and their half-yearly reports show it was profitable 
to the banks. 

The Committee nowhere state that the rate of interest 
was regulated by the rate of discount charged by the Bank 
of England ; a fact of considerable importance in our con- 
sideration of this subject. The amount of their deposits 
in 1847 was 8,850,774^., and in 1857, 43,100,724^. If 
we divide these ten years into two periods of five years 
each, we shall find that on the Slst December, 1852, the 
deposits amounted only to 1 7,687.4 30i^., and the remainder 
of the advance took place in the second period. These 
two periods are remarkable. In July, 1852, the Report 
states, the bullion amounted to 22,232,000^., the notes in 
the hands of the public amounted to 23,380,000/., the 
Bank reserve was twelve and a half millions, and the mini- 
mum rate of discount two per cent. “ The consequence of 
such a state of things,” says the Report, was manifested 
in the year 1853, when the exports, which in 1852 had 
amounted to 78,076,000/., rose to 98,933,000/. The 
bullion at the same time declined, and was, on the 22d 
October of that year, 14,358,000/., while the reserve went 
down to 5,604,000/., and the minimum i*ate of interest 
rose to five per cent.” Here we find that, in conformity 
with all previous experience, the abundance and cheapness 
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of money which prevailed in the first period gave rise to 
general speculation. The result was evident in raising 
the rate of interest. The Bank rate advanced from two 
per cent, in 1852 to ten per cent, in 1857, and the joint- 
stock banks, following her footsteps, advanced their inte- 
rest from one per cent, to eight. And it is natural to 
believe that during the latter portion of this period the 
high rate of interest induced some of the customers of the 
Bank of England, the private banks, and the joint-stock 
and private banks in the country, to transfer a portion of 
their balances, and to place them on deposit with the 
London joint-stock banks. 

This statement not only explains the cause of the vast 
sums deposited with the joint-stock banks,” but places in 
their true light the opinions of those witnesses who fancied 
that these large deposits were the cause of the commercial 
speculations which prevailed from 1 853 to 1857. In point 
of time, a cause must precede its effect. Judging by this 
criterion, what should we think of the following reason- 
ing ?— 

‘^The commercial speculation, which commenced in 
1853, gave rise to a large number of bills of exchange. 

After these bills had increased to an inconvenient 
amount, the Bank of England advanced her rate of 
discount. 

After the Bank had advanced her rate of discount, the 
London joint-stock banks advanced their rate of interest 
on deposits. 

“After the joint-stock banks had advanced their rate 
of interest, a great increase took place in the amount of 
their deposits. 

“ Therefore, the vast amount of deposits thus obtained 
was the cause of all the previous commercial speculation.” 

It is then said that these vast deposits are all “ on call.” 
This might be an objection if deposits lodged at interest 
were more liable to inconvenient calls than the balances of 
current accounts which bear no interest. But the experi- 
ence of all practical bankers goes the other way. In 
general the payments and receipts will about balance each 
other every day. But the amount of these daily operations 
will be very far inferior to the same operations on an equal 
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amount lodged on current accounts. This is the reason 
assigned by some banks for allowing interest on deposits 
and none on current accounts. Another objection to 
giving three or seven days’ notice is the trouble it occa- 
sions. A depositor must go to the bank and give notice, 
which notice must be registered ; when the notice is 
expired he must go again to receive the money. If he 
can assign any reason he may perhaps receive it on 
demand as a flivour from the manager, but it is not pleasant 
to make the request. But suppose a pressure should 
arrive, and we have what is called a run upon the bank ? 
Would it not be better to take a seven or a three days’ 
notice, and tell the depositor to call again 1 A banker 
who should do this would necessarily increase the excite- 
ment. Every banker conversant with runs knows the best 
way is to pay the applicants as quickly as possible. We 
have known a run occasioned even in England by a 
manager insisting most justly upon the notice due on a 
deposit receipt. We may add that deposits being on 
demand necessitates short or convertible investments. 
The following quotation is from the evidence of Mr. 
Alderman Salomons: — 

We hold fill our deposits at call, and we differ in that 
respect from all the other joint-stock banks. We find 
from experience that there is a constant circulation of 
persons every day, — some bringing in money, and others 
taking it away 3 therefore it is unnecessary to require any 
notice whatever. Practically we should only desire notice 
in difiicult times, and that would be just the period 
when probably people would be disinclined to give us the 
benefit of it. Therefore we profess to hold all our deposits 
at call.” 

The Report intimates that the London joint-stock banks 
had at the time of the pressure “ vast sums” lodged at 
call with the bill-brokers. Mr. Alderman Salomons deli- 
vered to the Committee a statement of the affairs of the 
London and Westminster Bank as they stood on the 11th 
of November, 1857, the day before the suspension of the 
Act of 1844. From that statement it appears that, while 
the brokers* bills under discount were 5,000,000/., the 
total amount at call with all the bill-brokers with whom that 
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bank had transactions amounted only to 500,000/. Let us 
suppose that all the other London joint-stock banks had 
an equal amount so placed in proportion to their respective 
deposits. On the 30th June, 1857, the latest possible 
return previous to the 11th November, the total deposits 
of all the banks amounted to 43,100,724/., and those of 
the London and Westminster Bank were 13,913,058/. 

Thus we find that the deposits of the London and 
Westminster Bank were about one-third of the whole ; 
and if the deposits of the other banks with the bill-brokers 
were in the same proportion, they would amount altogether 
to about 1,500,000/. Now let it be supposed that these 
deposits are all made with the three principal houses 
above mentioned, then we have the following results : — 

Deposits of Messrs. Overend <fe Co., Messrs. 

Alexander & Co., and Messrs. Sanderson 

and Co £15,500,000 

Deduct ditto lodged by the London joint- 

stock banks 1,500,000 


Lodged by other parties .... £14,000,000 


Who would not have imagined, from the language of the 
Report, that the main deposits in the hands of the bill- 
brokers were those lodged by the London joint-stock 
banks, and that *^the other monies deposited by their 
other customers ” were a much smaller amount ? 

The language of the Committee would seem to imply 
that vast sums deposited at interest with the joint-stock 
banks were withdrawn during the crisis. As the Com- 
mittee were familiar with the published accounts of the 
joint-stock banks, and had already stated the amount of 
the total deposits in June, 1857, they might as well have 
stated those of December, 1857. 

On June 30, 1857, the total lodgments were £43,100,724 
On Dec. 31, 1857, the amount was . . . 41,271,115 


Showing a reduction of £1,829,609 
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Thus the reduction between these two periods was less than 
the one-twentieth part of the total deposits ; a sum that put 
the banks to so little inconvenience that they were at the 
same time adding to their reserves, both in their own tills 
and in the Bank of England.” 

From what we have stated it may be inferred that the 
joint-stock banks of London were established in oomplianee 
with the wants of the community. They were indebted 
for their success to the wisdom and prudence with which 
they were administered. I'heir rapid prosperity in re- 
cent years has arisen from the increased wealth of the 
country, and the prevalence of a spirit of commercial 
activity, and has been accelerated by the high rate of dis- 
count cliarged by the Bank of England. While the Bank 
of England charged a high rate of interest to’ those who 
wished to borrow, the joint-stock banks were enabled to 
allow a high rate to those who wished to lend. If the 
prevalence of a high rate of interest influences the foreign 
exchanges, and thus prevents the exportation of gold, then 
the joint-stock banks co-operated with the Bank of Eng- 
land in producing that effect. The high rates were not the 
cause, but the effect of commercial speculation — and it 
was not until after the adoption of these high rates that 
the joint-stock banks obtained their vast deposit®,” 
These sums were employed in legitimate banking opera- 
tions, in the same way probably as they would have been 
employed had they been placed in other banks. They 
could not have been invested in inconvertible securities, as 
the deposits were repayable on demand, or at a short 
notice. And the readiness with which, during the panic, 
they paid enormous amounts into the Bank of England, 
shows that their funds were in an available state. Nor 
could they have been reckless in their investments, fpr 
then they must have made large losses. But when the 
pressure was all over, we find the London joint-stock banks 
had paid off all their losses out of the half-year’s profit, 
with scarcely any difierence in the rate of dividend dis- 
tributed to their shareholders. Experience has shown 
their system to be so advantageous to themselves, to the 
Bank of England, and to the public at large, that they 
can have no reason to make any change. 
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2. The Bill-Brokers. 

Bill-brokering in its present form was commenced about 
half a century ago. The house of Messrs. Overend and Co. 
was formed in the year 1807, under the firm of Richardson, 
Overend, and Co. The partners were, Thomas Richardson, 
a clerk in the banking-house of Messrs. Smith, Wright, and 
Gray (afterwards Esdaile and Co.) ; John Overend, a clerk to 
Mr. Joseph Smith, a woollen-factor ; and Samuel Gurney, 
then twenty-one years of age, the second son of Mr. J ohn 
Gurney, a partner in the Norwich Bank. This bank was 
established in the year 1770, by Mr. Henry Gurney, vrho 
was succeeded by his son, Mr. Bartlett Gurbey, who, in the 
year 1803, took into partnership his cousin, Mr. John 
Gurney, and several other members of his family. Mr. 
John Gurney had previously been a woolstapler and 
spinner of worsted yarn. In this character he was ac- 
quainted v/ith Mr. Joseph Smith, who was extensively 
connected with the trade of Norwich, and was engaged 
By the Norwich Bank to employ their surplus funds in 
discounting bills for his numerous connexions. This 
business became so extensive that, upon the suggestion of 
John Overend, a firm was established expressly for this kind 
of business, under the superintendence of the Norwich 
Bank. Mr. Samuel Gurney had, for three years previously, 
been a clerk to Mr. Fry, who had married his sister, the 
celebrated Mrs. Fry. After the death or retirement of 
Mr. Richardson the firm was Overend and Co., which is 
the name it still retains. On the death of Mr. Overend, 
Mr. Samuel Gurney became the senior partner, until his 
death in the year 1856. He was succeeded by Mr. David 
Barclay Chapman, who retired from the firm on the 31st 
December, 1857. 

The panic of the year 1825 was remarkable for a dis- 
trust of bankers. Several London banks failed, and 
according to Mr. Horsley Palmer no fewer than eighty 
banks in the country; and many more would probably 
have failed, but for the assistance they obtained from the 
Bank of England. After this event the London bankers 
changed the mode of their investment. Instead of em- 
ploying their surplus funds in the purchase of Government 
securities, and discounting at the Bank of England, they 
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placed their surplus funds on deposit with the bill-brokers, 
and ceased to discount with the Bank. The country 
bankers did the same. By far the larger portion of this 
kind of business was obtained by Messrs. Overend & Co. 
They thus became , the bankers of the London and the 
country banks. There was now no connexion between the 
London bankers and the Bank of England, except so far 
as some of them might find it convenient to have a 
current account, or, as it was called, a drawing account 
with that establishment. When the bankers had any 
surplus funds they placed them on deposit with Messrs. 
Overend & Co., and when they had occasion they with- 
drew them from Messrs. Overend & Co. This arrange- 
ment made the Lonflon bankers directly independent 
of the Bank of England. Mr. George Carr Glyu was 
examined before the Bank Charter Committee in the 
year 1832, and speaking for the London bankers generally, 
he said, We do not feel the slightest dependence on the 
Bank of England, nor do we feel the slightest obligation 
to it in any way. We rather consider ourselves the very 
best customers, except Government, which the Bank of 
England has.” 

The second house in point of time was Messrs. 
Sanderson and Co. Mr. Sanderson was originally in 
the house of Messrs. Overend and Co., but left them 
and formed a separate establishment in the same line 
of business. He acquired wealth — became a Member 
of Parliament — married the daughter of a nobleman — 
and stopped payment in the year 1847. But he paid 
off all his creditors — took into partnership Mr. Sandeman, 
who was previously a stockbroker — went on again — 
and stopped payment in 1857. The house was now insoL 
vent, and was “ crumbled into atoms.” It was wound up 
under the inspection of three of its creditors, of whom 
two were private bankers. The following statement of 
their liabilities is taken from the Bankers' Magazine for 
January, 1858 ; — 
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£ 

s. 

d. 

Deposits secured by Bills of Exchange 
Ditto ditto ditto, 

2,810,008 

5 

3 

less 7,658;. 15«. lid . . . . 

237,864 

5 

4 

Ditto unsecured 

378,827 

14 

10 


3,426,700 

2,015,585 

5 

5 

Bills re-discounted not yet due . . . 

2 

11 

Total liabilities 

5,442,285 

8 

4 


The founder of the house of Messrs. Alexander & Co. was 
Mr. Alexander, the father of the present partners, who 
was previously the chief clerk in the private bank of 
Messrs. Robarts, Curtis, and Co. 

There are other bill-brokers in London besides those I 
have mentioned, but they do not so generally take large 
amounts on deposit. Two joint-stock companies, the 
National Discount Company and the London Discount 
Company, have recently been formed to carry on the 
same kind of business. 

The charges brought by the Report against the bill- 
brokers are that they have avast amount of deposits — that 
these deposits bear interest and are repayable on demand 
— ^that they carry on their enormous transactions with- 
out any reserve — that they give facilities to the circu- 
lation of fictitious bills — that they discount for the country 
joint-stock banks upon the strength of their endorsements, 
without reference to the other parties to the bills — and that 
during a pressure they make heavy demands for discount 
upon the Bank of England, and thus place in jeopardy the 
Act of 1844. 

The Committee state that the five houses who contri- 
buted more than any others to the commercial disaster and 
discredit of 1857, were the three joint-stock banks — the 
Borough Bank, Liverpool, the District Bank, Newcastle, 
and the Western Bank at Glasgow — and the two discount 
houses, Messrs. Sanderson and Co. and Messrs. Bruce and 
Co. The Committee very properly made a minute exami- 
nation into the affairs of the joint-stock banks ; but made 
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no similar examination into the affairs of the bill-brokers. 
Had they done so, they might have ascertained the accu- 
racy of those accusations brought against the bill-brokers 
— might have traced the nature of those transactions that 
take place between them and the London bankers — and 
might have made useful suggestions for the improvement 
of that kind of business. And as it was gratifying to the 
joint-stock banks generally to know that the failure of these 
three banks had arisen from the misconduct of individuals 
and not from any defect in the principles of joint-stock 
banking, so, doubtless, it would have been gratifying to 
the existing bill-brokers to know that the failure of two of 
their body arose only from their own misconduct and not 
from any defect in the principles on which th^ir business 
is generally conducted. 

The Bank have now closed all discount accounts with 
bill-brokers. These accounts were first allowed in the 
year 1830, and thus the brokers were enabled to carry 
on their business without any reserve. The Bank, like 
any other banker, has an undoubted right to open or 
close such accounts whenever she pleases, after giving the 
parties fair notice of her intention. It is not a matter 
of the slightest importance to the public. If the bill- 
brokers have the vast deposits ascribed to them, it will 
be their own fault if they do not render themselves self- 
dependent. From their extensive connexion with the bank- 
ing interest in London and the country, they form too 
important a portion of our monetary system to be easily 
“ crumbled into atoms.” The system* by which the super- 
abundant capital of agricultural districts is transferred to be 
employed in the manufacturing districts is a most excellent 
system. We know of no better means of making this 
transfer than by the re-discount of bills of exchange ; and 
the bill-brokers are the agents by whom these operations are 
effected. That this system may be abused by the creation 
of fictitious bills is no new discovery. We denounced 
this abuse ourselves many years ago.t But neither bill- 
brokers nor bankers are able at all times to detect such 

* We have referred to the general principles of bill-brokering at page 385 
of this work. 

t See “ Practical Treatise,” p. 34. 
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bills. Hence they are sometimes deceived, and conse- 
quently sufter loss. 

3. The Bank of England as a Central Bank of Deposit. 

The Bank of England is a bank of deposit. She 
receives money from individuals in the same way as the 
joint-stock and private banks of London, and like them 
she makes a profit on her deposits, either by investments 
in transferable securities or by advances and discounts 
to her customers. Beyond this she is a central bank 
of deposit. By this we mean that she receives deposits 
from the other London banks. All the London banks 
who are members of the Clearing-house have accounts 
at the Bank of England, and settle their claims upon 
each other by transfers from these accounts. Other 
London banks who are not members of the Clearing-house 
have similar accounts, and pay the demands of the City 
bankers by cheque on the Bank of England. 

The London joint-stock banks have increased the power 
of the Bank of England as a central bank by extending 
the practice of opening current accounts to a less wealthy 
class of the community — by granting interest on small 
sums lodged on deposit — by opening accounts with the 
Bank of England — and by their admission into the Clearing- 
house. Previous to this last event the joint-stock banks 
presented all their bills and cheques at the counters of the 
respective clearing bankers three times a-day, and received 
payment in bank notes. On the other hand, each clearing- 
banker presented his bills and notes at the same hours on 
the joint-stock banks, at their respective counters, and 
received payment in bank notes. To meet the claims 
made upon them daily by the private banks, the joint- 
stock banks had to keep in their tills a larger amount of 
bank notes than they would keep were they members of 
the Clearing-house. And, on the other hand, each clearing- 
banker had also to keep a larger amount of bank notes to 
meet the claims made upon him at his counter by the 
joint-stock banks. There are now seven joint-stock banks 
members of the Clearing-house, and these banks have six- 
teen branches in various parts of London. All the branches 
pay the claims upon them from the City banks by cheques 
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on their head office. They have thus the benefit of the 
Clearing-house, and settle the claims upon them without 
the intervention of bank-notes. The Southwark branch of 
the London and Westminster Bank has a place at the 
Clearing-house as an independent bank. The joint-stock 
banks have also co-operated with the Bank of England 
in the arrangement whereby the Custom-house duties 
are paid by cheques instead of bank-notes. Any party 
having to pay duties may obtain his banker’s cheque 
upon the Bank of England for the exact amount he 
has to pay, and this cheque is received at the Custom- 
house. 

This arrangement, whereby the Bank of England be- 
comes a central bank of deposit, is attended with several 
important effects. One effect is that the banking business 
of London is conducted with a less amount of bank notes. 
To illustrate this, let us suppose that there are ten banks in 
London, each of whom has 1,000,000^. of deposits, and who 
keeps in its till 100,000^. of bank notes. Here the total 
deposits are 10,000,000^., and the total reserve of bank notes 
1,000,000^. ; being one-tenth. Now, let each of these 
banks open an account with a central bank, — keep only 
10,000^. in its till, and lodge the other 90,000/’. in the 
central bank. Then the ten banks will have in their 
till 100,000^., and in the central bank 900,000/. But, 
suppose the central bank employs two-thirds of its de- 
posits and holds one-third as a reserve in bank notes. 
Then, in consequence of these ten banks having opened 
an account with the central, the total amount of bank 
notes held as reserve against 10,000,000/. of deposits is 
reduced from 1,000,000/. to 400,000/. — that is, 100,000/. 
in the tills of the ten banks, and 300,000/. in the central 
bank. The 600,000/. thus economised may be employed 
profitably for the central bank, and also for the advantage 
of the community.^ 

Another effbot of this system is, that the importations 
or exportations of gold have no effect upon the amount of 
notes in the hands of the public. When notes are issued 

* We have emplayeA the Qumbers 10 and 1,000,000/^ and thf* proportion of 
one-tenth to simplify the illustration of the prijneiple : but if different data am 
taken, of course the result wiU vary accordingly. 
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by the issuing department of the Bank of England in the. 
purchase of gold, they are lodged on deposit with some 
banker, who again lodges them on deposit in the banking 
department of the Bank of England. And, on the other 
hand, when gold is demanded in payment of her notes from 
the issuing department, the anu/unt of notes in the hands 
of the public is not diminished, as these notes have been 
previously obtained from the banking department in pay- 
ment of its deposits, or issued in the form of loans or 
discounts. 

Another effect is, that the Bank has no power to increase 
or diminish the amount of notes in her hands. If she 
buys, say a million of stock, and issues notes in payment, 
those notes will immediately be paid into some bank, 
who will lodge them on deposit ; and if she sells a million 
of stock, and receives notes in payment, those notes 
would first be withdrawn from her deposits. But pro- 
bably in neither case would any notes be issued or re- 
ceived — both transactions would be effected by cheques. 
The only result would be that the deposits would be 
increased or diminished, and the reserve of notes would 
remain the same. Were she to discount 1,000,000/. of 
bills, the operation would be similar. She would hold a 
million more of bills, and be indebted a million more for 
deposits, and the amount of notes in her hands would 
remain unchanged. But as she charged discount on the 
bills, and allowed no interest on the deposits, the discount 
would be so much profit. 

■ Another eflfect is, that the ti'ansactions between bankers, 
or between bankers and individuals who keep bankers, 
would have no effect upon the amount of notes in the 
Bank of England. This is self-evident with regard to the 
banks who settle their claims upon each other at the 
Clearing-house. Each bank strikes a balance at the close 
of the day. If it owes money, its account is debited at 
the Bank of England. If it has money to receive, its 
account is credited at the Bank of England. It is clear 
that the total amount of credits must be exactly equal 
to the total amount of debits — all the transactions are 
settled by transfer, while the total amount of deposits 
by all the banks at th^ Bank of England, and the amount 
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of her notes on hand, remain the same as before. But if 
r. banker does not clear, but keeps an account with the 
Bank of England, this may make no difference. For if he 
receive money he will lodge it with the Bank, and if he pay 
away money he will withdraw it from the Bank, and the 
party with whom he has these transactions may have cor- 
responding transactions with another banker who also has 
an account with the Bank of England.* 

Another effect is, that any change in the amount of 
notes in the hands of the public causes a correlative 
change in the amount of notes in the banking department 
of the Bank of England. It is certain that all the notes 
issued from the issue department must remain either 
in the hands of the pubMc or be deposited in the banking 
department, and any means that may be employed to 
economise the notes used by the public will in the same 
degree increase the notes in the banking department. 
And the extension of the deposit system, by which people 
put their money into a bank instead of keeping it in their 
pockets, does thus economise the notes. But it does not 
merely economise the notes, it economises the coin in the 
same way — and thus all the surplus notes and coin find 
their way into the Bank of England. If, from the increase 
of population, or trade, or wealth, the community require 
a larger amount of notes in order to carry on their opera- 
tions of buying or selling, then this increased amount will 
cause a corresponding diminution of notes in the Bank 
of England. This has actually been the case for some 
years past with regard to notes of dl, and 10^., and 
consequently the amount of these notes in circulation 
has much increased ; but if from opposite causes the 
amount of notes in the hands of the public is diminished, 
then the amount of notes in the Bank will be increased. 
This has taken place as stated in the Report by means 
of the admission of the joint-stock banks into the Clearings 
house, and the amount of large notes in circulation is 
thereby diminished. 

Now, what is the effect of this deposit system in a season 
of pressure ? It must be recollected, that the Bank of 

* Some of the West England bankers pay the City banks by cheques on the 
Bank of England, or on some City banker : Wt the oldest banks in Fleet Street, 
Strancl, and Charing Cross still make such payments in bank notes. 

n n 9 
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England, like all other banks of deposit, is also a bank of 
discount. To use the language of Mr. Hubbard, The 
reserve in the banking department of the Bank of England 
represents the uninvested deposits of the Bank of England, 
vviiich it holds at the call of its constituents.” Now, if 
the Bank discounts bills, and the parties take the notes 
thus obtained to the issue department and demand gold, 
wdiich they send to France, then the operation takes place 
which we have just described, — the gold in the issue de- 
partment is diminished, and to the same extent the notes 
ill the banking department are also diminished. When 
this operation is going on too rapidly, the Bank will raise 
her rate of discount, in order to render it less profitable. 
But this may cause an excitement that shall increase the 
applications for discount for home purposes. These dis- 
counts, as we have explained, may be met by transfers, 
and merely cause an increase of deposits ; but if the ex- 
citement extends into the country, and the country banks 
desire a supply of notes to meet a possible run, then notes 
can be obtained only from the banking department, and 
will, of course, diminish the reserve. In the same way, if 
the pressure on the London banks should not be merely 
a commercial pressure, when their customers withdraw 
money to employ elsewhere, but a banking pressure, as in 
1825, where the parties withdrew their money and hoarded 
it, for fear their banker should fail, then must the sums 
thus hoarded be derived from the Bank of England 
and diminish her reserve. Had the elForts made in Novem- 
ber, 1857, to get up a run upon the London joint-stock 
banks been successful, they would thus have added consider- 
ably to the embarrassments of the Bank of England. Not 
only might the deposits of the joint-stock banks have been 
withdrawn, but this excitement might also have occasioned 
a run upon the private banks, and their deposits might also 
have been withdrawn ; and had any one bank been unable to 
meet the demand, its failure would have caused additional 
demands upon other banks. It seems, therefore, clear 
that, in proportion as we conduct our monetary trans- 
actions upon a system of transfer, and supersede the use 
of coin or bank notes, in such proportion will be the diffi- 
culties in seasons of panic, unless some bank be authorized 
by the Government to issue an amount of bank notes 
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adequate to meet the tv ants of the occasion. Under the 
Act of 1844, the Bank of England has no such power : 
and though she may refuse discounts or advances to other 
parties without endangering her own safety, yet as soon as 
she is unable to pay off her deposits when payment is 
demanded, she must, like other banks in similar circum- 
stances, suspend payment. But while we thus admit 
^hat the deposit system of banking, by enabling trans- 
actions to be conducted with a less amount of bank notes, 
may increase the severity of a pressure in which bank notes 
are demanded, we must contend that the system, by 
diminishing the necessity for notes, contains within itself 
in a very great degree the means of avoiding that 
demand. In the recent pressure the deposits from the 
London bankers would have enabled the Bank of England 
to meet any demand for discounts without the suspension 
of the Act of 1844, had it not been for the gold required for 
Ireland and Scotland. This demand from Ireland and 
Scotland was an accidental circumstance, and was by no 
means necessarily connected with the pressure. And even 
as it was, the Bank availed herself of the Government 
Letter only to the extent of 928,000^.* 

The Report states that, during the pressure, — 

“ The banks limited their discounts almost exclusively to their 
own customers.^* 

** The deposits of the Loudon bankers, which in ordinary times 
average about 3,000,000/., continued to rise during the com- 
mercial pressure, and amounted on the 12th of November to 
5,458,000/.” 

“ Speaking of the general discount market, the Governor of 
the Bank stated, * Discounts almost entirely ceased in London, 
except at the Bank of England.’ ” 

Although the above three sentences occur separately in 

* While we are anxious that the Bank of England should retain her position 
as the central bank of deposit, we are ciiually anxious that she should retain her 
character as a bank of issue. Loid Overstone says — “ I dislike the expres.sion 
of the business of issue being in the hands of the Governor and Company of the 
Bank of England. They are merely the clerks who have to do the business 
which the law has oidained;” and Mr. Neave, the Governor, says-— “ I do not 
consider ourselves a bank of issue,” We do not see how the Bank of England 
ceases to be a bank of issue, merely because her issues are limited or regulated 
by Act of Parliament. All the private and joint-stock banks of issue in England, 
and all the banks of issue in Scotland and Ireland, have their issue limited or 
regulated by law. Have they also ceased to be banks of issue? We fear this 
doctrine is brought forward as a stepping-stone to the advocacy of a Government 
bank of issue, one of the greatest evils with which a nation can be scourged. 
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the Report, they are intimately connected, as illustrative 
of the character of tho Bank of England as the central 
bank of deposit. 

You must remember, that all the London banks are 
banks of deposit, and all their deposits are payable on 
demand ; also, that they are all banks of loan and discount, 
and give their customers such accommodation as tlicy 
may require. After having done this, the banks, in ordi- 
nary times, discount bills for the bill-brokers ; but when 
a pressure occurs, they cease to discount for the bill- 
brokers, and place their funds in the Bank of England. 
Tho brokers then take their bills to the Bank of England, 
who discount them with the funds they had previously 
obtained from the London bankers. You see the beauty 
of the system. Had the London banks employed their 
surplus funds as before, in discounting for the bill-brokers, 
and afterwards their depositors had demanded a portion of 
their deposits, they might have been placed in a position 
of difficulty ; and had a single bank suspended payment 
at such a time it might have caused great embarrassment, 
not only to the other banks, but also to the Bank of 
England. But the Bank of England, having unbounded 
credit, was in no dread of a bun, and hence could fearlessly 
employ those funds the London banks had placed in her 
hands, and that too at a great profit, for she allowed no 
interest on her deposits, while she charged ten per cent, 
on her discounts. It is thus obvious, that the public 
wants during the pressure were met by a union of the 
banking interest, the joint-stock and private banks of 
London, and the Bank of England. The Bank of England 
derived neither funds, nor power, nor credit from the 
Government : the Government letter merely struck the 
manacles from her hands ; it added nothing to her 
strength. Nor did she prove unequal to the occasion. 
We object to the language of the Report in describing in 
such magniloquent terms the acts of the Bank, as though 
they were efforts almost beyond her power. What can 
we think of an advance of 700,000^. described as no 
Im a sum than 700,000^. i What think we of the following 
amplification of 21,600,000/. ? — ‘‘A sum exceeding the 
whole amount of their deposits, both public and private ; 
a sum nearly threefold the amount of their advances in 
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July, when the rate was reduced to 5| per cent., Jnd more 
than double what they had advanced on the 27th October, 
when the first bank failed.” Had the Committee wished 
for further amplification, they might have stated that this 
sum was just eighteen times the whole capital of the Bank 
when it was formed in the year 1694 ; but after all these 
comparisons, the sum of 21,600,000/. is actually neither 
more nor less than it was before. But did the Committee 
really think that they exalted the power of the Bank of 
England by employing all this verbiage to describe the 
simple fact that during the pressure the highest amount of 
discounts held by the Bank of England was 21,600,000/., 
a sum greater only by 777,000/. than the whole of her 
de})osits ? 

The Committee had stated, that our exports had in- 
creased from 60,110,000/. in the year 1845 to 122,155,000/. 
in 1857 ; that the imports of gold and silver from gold-pro- 
ducing countries had been within seven years 107,500,000/., 
of which 80,700,000/. remained in Europe ; that nine 
London joint-stock banks had accumulated 43,100,724/. in 
deposits ; and yet it represents an advance of 21,600,000/. 
by the Bank of England as somewhat enormous, and this 
too when the advance is not made in money but by trans- 
fers, — when the joint-stock and private banks of London 
have placed 6,000,000/. in her hands on deposit, — and 
when she is released from the shackles imposed by legis- 
lation on her issues. In the same strain, the Committee 
bemoan her hard fate in being ‘‘ the bank of final resort,” 
‘Hhe bank on which everything depended,” &c. As a 
member of “ The Company of the Bank of England,” we 
like not to hear our bank spoken of in these compassionate 
tones. What is the reason that in the pressures that 
occurred previous to 1844 we had none of these querulous, 
complaints ? After the pressure of 1836 we read as 
follows : — 

“In the facts we have thus detailed, we see another very 
striking example of the advantages which the commercial world 
derives from the existence of such a body as the Bank of England, 
possessing, in its own boundless credit, the ample means of aiTest- 
ing the fatal progress of discredit in the mercantile community, 
and unfettered by any rules of conduct so strict and absolute as 
to prevent the prompt and efficacious application of those means 
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in wliate\rer manner may be best adapted to the existins emer- 
gency. It is plain that no power analogous to this could oe con- 
fided to any Goveniment establishment, or be acquired by any 
banking institution of recent origin.” — Morning Post^ April 7 , 

1837. 

These views of the Bank of England as a bank of 
deposit may assist us in forming an opinion of the effect 
of some of the operations mentioned by the Committee. 
When w'e are told that the Bank between the 11th 
and the 21st November increased her discounts from 
15,900,000/. to 21,600,000/., we may ask what amount 
of notes these operations took out of her reserve '< When 
we are told that the bill-brokers held no reserve, we 
may ask if on the 12th November they had a reserve of 
1,000,000/. on deposit in the Bank of England, and had 
drawn in one day no less a sum than 700,000/., would 
not that have embarrassed the Bank as much as granting 
700,000/. on discount? When we are told that the 
London bankers ceased to discount except for their own 
customer during the crisis, and paid their funds into 
the Bank of England, we may ask if that should cause 
any increased difficulty to the Bank of England, seeing that 
while the London bankers sent her the bills to discount, 
they also sent her the money to discount them ? When we 
are told that money lodged with the joint-stock banks at 
interest may be withdrawn during a crisis, we may ask 
how that increases the difficulties, if the money thus with- 
drawn is invested in Government securities, or in any 
other way that causes it to be placed in some other bank ? 
or, if the money is taken out to be hoarded, we may ask 
if the money having been lodged at interest or not at 
interest, could make any difference in the public incon- 
venience thus occasioned ? And when we are told that 
the directors would not have made the advances they did 
if the amount of gold had been much less than it was, 
we may ask, What amount of gold was required to make 
all these advances; and whether, between the 11th and 
25th of November, the amount of gold had not in- 
creased ? ♦ 

* Mr. Cardwell put the following leading question to Mr. Neave: — 

That assistance you would not have ventured to give, even under cover of 
the letter, if the bullion in your possession had been at a much lower amount 
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4. The Joint-stock Banks in relation to the Act of 
1844:— 

None of the joint-stock banks, either in London or the 
country^ have expressed any opinion hostile to the Act of 
1844. When the deputation waited on Sir Robert Peel we 
determined to abstain from canvassing the principle of the 
Act, and to ask only for a modification of some of its pro- 
visions. I had previously written a letter to the joint- 
stock banks advising them to adopt this course.* Again, 
in the year 1848, the joint-stock banks sent no witness to 
be examined before the Committee on Commercial Dis- 
tress. We did not think it advisable that, as a body, they 
should interfere with public questions, except such as had 
a special reference to themselves as joint-stopk banks, t 
The London joint-stock banks, neither' individually nor 
collectively, have ever taken any steps on the question, 
and it will readily be believed that when they adopted, in 
the year 1834, the very innocent regulation of allowing 
interest on deposits, they had not the slightest intention 
in so doing of causing the suspension of an Act that was 
not passed until the year 1844. 

It may, then, be asked, Why should the advocates of the 
Act of 1844 assail the joint-stock banks ? But who else 
could they assail 1 Theoretical philosophers J are seldom 
convinced of the unsoundness of their theory by any dis- 
asters that may attend its operation. Those disasters are 
attributed to other causes, and the infallibility of the theory 

than that at which it actually stood? — No. I do not think we should have 
given it.” 

We presume Lord Overstotie meant to express the same sentiment in the 
House of Lords when he adduced a iorites to prove that if the Act of 1844 had 
never existed it could not have been suspended. ” Without that Act the public 
would not have permitted the Bank of England to raise its interest to anything 
like ten per cent. If the interest had not been raised to ten per cent, the 
exchanges would not have been corrected, the store of bullion would have 
diminished, and the Government could not have issued the letter.” 

* “As practical bankers we contend that experience ie the only test of the 
soundness of a theory. Let, then, ‘ the currency principle ’ be tried by this 
test. If it succeeds, the joint-stock bankers, in common with every other class 
of the community, will share the advantage .” — Letters o/ Nehetntah. 

+ See “ Practical Treatise,” p. 117. 

X The advocates of the Act of 1844 may be divided into two classes— the 
theoretical advocates, who defend the Act, as they say, “ upon principle and 
the practical advocates, who think that under the management of the Directors 
of the Bank of England, and with the certainty that it will be suspended by the 
Government whenever necessary, the continuation of the Act is, upon the whole, 
the best measure that can at present be adopted. In this latter class we should 
place the Directors of the Bank of England. The defects of the Act were forcibly 
pointed out by Mr. Weguelln and Mr. Dobree, in their letters to the Chancellor 
of the Exchequer in November, 1856. 


Q 
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is still maintained. They had then to assign a cause for the 
suspension in November, 1857, of the xVet of 1844. What 
could be the cause 1 It could not be the Act itself — that 
must not be blamed. Could the Directors of the Bank of 
England be blamed, as in 1847 ? No— for they raised the 
rate of interest to ten per cent. Could the Government 
be blamed ? No— the necessity for their interference was 
too obvious. Could the country banks be blamed for 
issuing an excessive amount of their notes ? No — for the 
amount of their issue is limited by law. Who then could 
they blame ? In a frenzy of vexation they fastened on the 
London joint-stock banks ; and whatever we may think of 
the wisdom of the choice, some credit may perhaps be 
due to their humanity in selecting a scapegoat who could 
sustain but little injury from their maledictions. 

This is not the first time that the evils of a commercial 
crisis have been attributed to the joint-stock banks. After 
the panic of 1836, Mr. Horsley Palmer, then a leading 
director of the Bank of England, published a pamphlet* in 
which he stated that the excessive issues of the joint-stock 
banks had ‘‘ neutralized the influence of the contraction of 
the Bank of England, and occasioned a serious, it may be 
said, ruinous pressure, on the money-market.” In the 
year 1857, Mr. Weguelin and Mr. Hubbard,ttwo directors 
of the Bank of England, gave evidence before the Bank 
Acts Committee, and stated that neither the joint-stock 
banks, nor any other banks, had the power of issuing their 
notes to excess. We should like to know what the Bank 
directors twenty years hence will think of the doctrine that 
the allowing of interest on deposits by the London joint- 
stock banks was the cause of the crisis of the year 1857. 
Seasons of commercial distress are fruitful of unsound 
opinions. An interesting volume* might be written upon 
the romantic notions which at such a time start into 
existence, and are abandoned and forgotten as soon as the 
excitement is over. 

* I wrote a reply to this pamphlet in my “ History of Banking in America, 
with an Inquiry how far the Banking Institutions of America are auapted to this 
Country, and a Review of the Causes of the Recent Pressure on the Money- 
Market.” 1837. 

t “ I hold you can no more regulate the amount of circulation in a country, 
whether metallic or otherwise, than you can regulate the winds.” — Mr. Hubbard. 
' Mr. Weguelin’s evidence is distinguished by its practical business character, 
and Mr. Hubbard’s by the clearness of its e.xposition8 and the beauty of its 
style. 
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Happily for the Committee, their Report was not written 
in the month of November. Although it exhibits con- 
siderable dexterity in the art of selecting, arranging, and 
omitting facts in such a way as to countenance a foregone 
conclusion, yet the Committee have not avowedly adopted 
that conclusion.* The allegations of the Report against 
the joint-stock banks, though stated in a tone of censure, 
are not in themselves matters of reproach, and when we 
notice the manner in which the Committee refer to other 
parties, we are compelled to think that, in fact, London 
joint-stock banking is the Hero of the Report. The 
private bankers of London are scarcely mentioned. t The 
bill-brokers are referred to always in the language of 
disparagement. J The paerchants introduced to our notice 
are chiefly speculators, kiteflyers, or something worse ; § 
and even the Bank of England is alluded to in language 
which usually denotes that kind of compassionate respect 
with which we regard Majesty in Distress.! descrip- 

tion^ of her state is really touching. When powerfully 
invaded by foreigners she is compelled to send strong 
detachments to preserve tranquillity in Scotland and 
Ireland.** Wafted across the Atlantic arrives a malaria ft 
which fatally strikes her outposts and spreads terror 
through the land. In her capital she is besieged by 
hungry bill-brokers and starving citizens, whose cravings 
she is unable to supply. While thus scourged with war, 

* As a corrective to the impressions the Report is calculated to produce, we 
would recommend to the special attention of our readers the evidence given in 
reply to the questions proposed ^by Mr. Wilson, the late Secretary to the Trea- 
sury. Scarcely any portion of this evidence has been embodied in the Report. 

t Report of the Committee, paragraph 7. 

X Ibid, paragraph 17. 

§ Ibid, paragraphs 30-38. 

II Ibid, paragraph 1 8, 

IF The reader will perceive that for this representation we are mainly indebted 
to the poetic imagination of Lord Overstone, though it is borne out by the 
matter-of-fact statements of the Committee. 

** “ Supposing this country, when menaced with foreign invasion on its 
southern shores, was required to detach a large force to meet an insurrection in 
Scotland or Ireland, would not its power of defence be weakened? That was 
precisely the case of the late disturbance in the monetary system. At the critical 
moment when all its forces were required to maintain it against foreign pressure, 
there came a demand for 3, 000, 000/., for no really useful purpose, but solely in 
consequence of these local issues of notes in Scotland and Ireland.^’— 5>esc/i of 
Lord Overstone. Report^ paragraph 23. 

■it “ The panic in the United States arose and extended to this country— and 
where did the malaria first strike us ? At our outpo.sis, at Liverpool and 
Glasgow, where joint-stock banks soon proved the unsoundness of their posi- 
tion.” — Ibid, Report^ paragraphs 15-19. 

1 1 “ If the provisions of the people fell short, and prices rose enormously, 
what would be thought of a Government who said, ‘You have been suffering 
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pestilence, and famine, she becomes suddenly paralysed 
by the consciousness that her only means of succour was, 
by an Act of the States-General in 1844, placed beyond 
her power. Overwhelmed with calamity, she falls helpless 
into the arms of the Minister of Finance. He counsels 
her to violate the restrictive law, and promises to obtain 
an indemnity. She follows his advice, Irretrievable 
ruin is prevented,* and the commercial atmosphere is 
cleared. 

On the other hand, London joint-stock banking is pre- 
sented to us with all the energy and freshness of a Youthful 
Giant. It is he who, in the course of ten years, has quin- 
tupled his deposits t — it is he who has increased the pro- 
ductive capital of the country, by collecting together and 
turning to good account the scattered resources in the 
hands of individuals J — it is he who is said to have supplied 
the funds with which the bill-brokers carried on their 
enormous transactions § — it is he who, in the midst of the 
crisis, poured his treasure into the lap of the Bank of 
England, II and thus enabled her to supply the wants of the 
community with a less departure from the existing law 
than would otherwise have been required. Eecolleciing, 
as we do, the profound contempt with which the esta- 
blishment of joint-stock banks in London was first re- 
garded, we cannot but feel gratified at the homage now 
rendered to their power by a parliamentary committee. 
May the Youthful Giant, to whose nurture and training 
we have administered during the last quarter of a century, 
act with increased energy in every future crisis, and receive 
additional honour from every future committee. With 
these aspirations, we bid our readers farewell. 

great inconvenience firom a shortness of provisions, and paying higher pricea 
than Usual ; and seeing your difficulties, and being convinced that we ought not 
to allow these difficulties to proceed too far, we have undertaken to store provi- 
sions ourselves, and to supply all and every one to as great an extent as they 
ehoose upon the condition of their paying the present price' ? That was precisely 
what had been done by the issuing of this letter. The Irish famine w '48 an ana- 
logous ease.'*— /ft W. Report, paragraph 17. 

♦ ^*If the Act had been maintained only twenty-four hours longer . . . irre* 
trievable ruin would have followed.”- lord Overstone, 

f Report, paragraph 8 . % Ibid, paragraph 8 . Sir 6 . Lewis’s Speech. 

I Ibid, paragraphs 8-17. Ibid, paragraph 17. 
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THE USES OF AN INDEX. 


Ry means of an Inilcx ^^o can refer to anything that we remember to have 
read. This facility of reference is a great advantage. Without it we may have 
to make a long search, and to read over a good many pages, before we find the 
page we want. An index is also useful in enabling us to call to mind those 
parts of a book tliat we have forgotten. After having read througli a book, if we 
read through the index we shall be reminded of parts that would otherviise have 
escaped our recollection. And if vre continue an occasional peru'^al of the index, 
we shall impress the whole substance of the book on our iiioinory. An index 
will often bring together those parts of a book in wliich the same subject is 
discussed, and thus we shall obtain a fuller knowledge of the ‘-ubject in all its 
bearings and relations than we should obtain by our leading without the index. 
An index may be employed as a means of self-examination. If the index does 
not suggest to the mind of a party the main ideas to w hich it refers, he must 
have read the book very inattentively, and he h.*s yet more to leain respecting 
the subjects discussed. The index will thus be a test of his atttainnients. To 
render the index nioie useful in this respect, some of the references may he 
made in an interrogative form. The index may thus be made to serve the 
purpose of a catechism. 

An index may be rendered useful, not to those only who have read the book, 
hut to those who have not read it, and who never will read it. The index 
contains a syllabus of the work. Under a single word is sometimes placed a 
summary of the facts and principles of a whole section. We may thus become 
acquainted witb the substance of a book in a short space of time. It is true that 
in this ratlwai) mode of obtaining knowledge we must forego any gratification 
tliat might arise from the stylp or the illustrations. But the exercise would be 
profitable. In this way reviewers and others are able to acquire a good know- 
ledge of a book, and to form a fair opinion of its merits, without reading many 
pages consecutively. But without an index this cannot be done, either so well 
or so rapidly. Intelligent men do not wish to read through a large book on a 
subject with which they are pretty well acquainted. They desire to refer to 
those points only on which their own information may be deficient, or on which 
they would desire to know the sentiments of the author. This they can easily 
do by means of an index. Men in business, too, must husband their time, and 
they can afford to read only those parts of a book which they deem the most 
interesting. They may be guided to those parts by means of an index. 

There are certain states of body and of mind in which a man is not disposed 
fbr continuous reading. At such a time it is refreshing to saunter over an index. 
Some word may catch the eye, or some new idea be excited in the mind, and 
the faculties may be at once enlivened and invigorated. In this, kind of 
intellectual loitering we may perchance pick up in our path a flower or a pebble 
that shall awaken the spirit of inqu!ry7set in motion our powers of investigation, 
and lead the mind into a course of agreeable and profitable meditation. 
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Abraham, paid aw ay silver by weight, 7 

Abundance of money ; produced by 
the Act of 1841, 475; the cause of 
speculation in 1855, 5(i7. 

Acceptance of bills of exchange must 
be written on the bill, 435. 

Accepting bills. The Bank of Eng- 
land pi evented the London and 
Westminster Bank doing so, |421. 

Account, 13—27 ; check upon by 
banking, 4. 

Act of 1 844. 'I'he theory of the Act, 20, 
403 ; measures of the Bank of Eng- 
land upon its passing, 245 ; its prin- 
ciple has never been tried, for when 
put to tile trial, it has been sus- 
pended, 33.) ; a question respecting, 
331); elfecls on the relations of the 
Bank of England, 414 ; a detail of 
its operations, 447 ; it iv not adapted 
to all times, 448, 471), 480; previous 
objections made to its principle by 
the authoi, 451; a general review 
ot its elfects on the Bank of Eng- 
land, 475; on the circulation of the 
country banks, 495 ; the formation 
of new banks, 505 ; evidence of 
Bank of England directors respect- 
ing it— Mr. Dobrce, 480; Mr. We- 
guelin, 487, 488, 489 ; Mr. Horsley 
Palmer, 490. (See Bank Charter.) 

Acts of the Legislature aftecting 
hanks, 245. 

Administiatioi] of a bank, 225. 

Advances on gold bullion, 393, 

Advantage of keeping a banker, 3 ; of 
education, 115, 

Advice about keeping a banker, 3, 9, 
12, 13. 

Agreements, 442. 

Agricultural districts, the circulation 
of, 460, 525. 

Agricultural and Commercial Bank of 
Ireland, 369. 

Alexander & Co. 564. 

Ambiguous words, 25, 402 ; in bank- 
ing, 26, 249. 

America, banks of, 48, 131. 

Amplification, a mode of illustration, 
408; examples of in reference to 
banking, 409. 

Amstemdam, the Bank of, 127. 


Analogy, reasoning from, 137 ; applied 
to banking, 382. 

Analogy between nations and public 
companies, 140. 

Analjsis, 252. 

Annuities, taxes on, 470. 

Antecedent and'consequent; the rela- 
tion between a principle of reason- 
ing, 93 ; applied to banking, 330. 

Antecedents of the pressure of 1836, 
99; of a failure, 101; of banking 
institutions, 203. 

Application of general principles, 62. 

Argumentum ad hominem, what is it, 
110; example of, 119. 

Arithmetic, illustrations from, 415. 

Arrangements of the office, 71. 

Art, banking as an, 180. 

Art ot reasoning is called logic, 1 , 
utility of, 10. 

Attributes, banking, .34 ; of a banker, 
34; of the London and Westminster 
Bank, 34; of a country private 
bank, 35 ; of bills of exchange, 36 ; 
of cash credits, 37; of a specula- 
tion, 37. 

Australia, effects of discovery of gold 
in, 313. 

Averages, English hanks of issue 
desire an extension of the time for 
taking them, 503. 


B 

Babbage, Mr., his remarks on the book 
trade, 467; his remarks on manu- 
factures, 473. 

Bachelors, taxes on, 471. 

Backadation, 405. 

Bailey, Mr., quotation from, 257. 

Balance sheets, 425. 

Banker, definition of, 23 ; attribute's 
of, 34; should know himself, 112; 
disposition and habits of, 201. 

Banking, definition of, 23 ; early his- 
tory of, 7. 

Banks of early nations, 7. 

Banks, kinds of, 58 ; of deposit, 206 ; 
of circulation, 207, 353, 384; of 
remittance, 210; of discount, 211; 
loan banks, 213 ; savings’ banks. 
214. 

Bank of England, establishment of, 
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15, 127; branches of, 18; action of, 
240; library association in, 370; 
their advances of interest, 374; 
effects of their monopoly, 398 ; 
effect upon of the Act of 1844, 414; 
how their issues affect prices, 463. 

Bank ot Scotland, 16 ; Royal ditto, 16. 

Bank of the United States, 17, 238. 

Bank building, 69. 

Bank Charter of 1844, its effect in 
1847, 475; promotes speculation, 
475, 486 ; not adapted to change of 
circumstances, 479, 488 ; tends to 
aggravate pressure, 481, 489. (See 
Act of 1844.) 

Bank libraries, 370, 468. 

Banking liberality, 179. 

Banker’s Magaeine, articles by the 
author published in, 370, 466. Ani- 
madversion on, 554. 

Begging of the question, 272. 

Belfast, circulation of the banka at, 
534. 

BeH, G. M. quoted, 383. 

Berkeley the Banker, Miss Mar- 
tineau’s tale so called, 410. 

Bill Brokers, 56.1, 5o5, 570. 

Bills of exchange, attributes of, 36; 
e/lects of, 88; kept as reserve, 373; 
rules for discounting, 374. 

Birmingham Currency Reform Asso- 
ciation, 20. 

Birmingham Banking Company ; their 
testimonial to their manager, 372. 

Books on banking, 466. 

Bookkteping, banking, 72, 187, 243, 
251, 3(i9 

Borrow, owe, and take up money, legal 
construction put upon these words, 
422. 

Brazil, our commerce with, 472. 

Brokers, Stock, 405. 

Branches of banks, 14 ; effects of, 
87, 398; in Scotland, 223, 365; 
management of, 244; indorsement 
of bills by, 436. 

Branch banks, and independent banks, 
comparison between, 144. 

Burnet, Bishop, quoted, 15. 

Business of banking, 424. 


C 

Campbell, Dr., quotation from, 6, 255. 

Capital in a country essential to bank- 
ing, 205; illustrated by metaphor, 
412. 

Capital of a bank, 221$ importance of 
paid-upp 545. 

Capital, bankers are dealers in, 46. 

Cash kept in till, 195. 

Cash credits, attributes of, 37 ; cash 
credits and bills of exchange, ^com- 
parisons between, 146} form of 
bond, 438 ; in Scotland, 510, 


Cause and effect, 54, 63. 

Causes of a low rate of interest, 90 ; 
of a pressure, 92. 

Central Bank of Deposit, 576. 

Change of firm, 439. 

Charters of banks, 228. 

Chartered banks of 1844, 426. 

Cheques on bankers, 431 ; attributes 
of, 438. 

Choice of a banker, 12. 

Circulation, banks of, 207. 

Circulation of bank no^s, 76. 

Circulation of the Bank of England 
and that of the country bankers, 
comparison between, 141. 

City of Glasgow Bank, stoppage of, 
546. 

Classification, 253. 

Classes of public companies, 57; of 
banks, 58; of accounts, 58; of bills, 
59 ; of loans, 6i» ; of calculation, 60 ; 
of persons to whom books on bank- 
ing are useful, 61. 

Clerks, appointment of, 187 ; arrange- 
ment of, 71 ; attributes of, 285; form 
of their bonds to the bank, 429. 

Coinage, laws affecting the, 42, 230. 
241. 

Colonies, taxes on their produce, 473. 

Colonial banks, the liability of their 
shareholders, 46 J. 

Commerce, taxes on, 472. 

Commercial law, suggestions for its 
improvement, 463. 

Commission, not usually charged by 
banks in Scotland, 510. 

Comparison, logical and metaphorical, 
411. 

Comparison, reasoning fVom, 139; 
applied to banking, 385 ; fallacies 
of, 389 ; a mode of illustration, 407 ; 
example of, 408. 

Competition between banks, 560. 

Complaints against bank clerks, 3.58. 

Conditional cause of private banking, 
102; of the system of exchanges in 
Scotland, 102. 

Conditional cause and effect ; a prin- 
ciple of reasoning, 93 ; applied to 
banking, 329. 

Conditions of a theory, 104 ; ditto of 
banks, 203. 

Consols and five-per-cents, compared, 
388. 

Continuation, 405. 

Contrast, reasoning from, 139 ; applied 
to banking, 892. 

Convertibility of notes, 27. 

Com, fluctuation in prices of, 530. 

Corn laws, abolition of, 529. 

Country private bank, attributes of, 
35. 

Country bankers, and Bank of Eng- 
land branches, 142. 

Country bankers, charge! against, 
457, 492, 493, 494, 496, 
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Country joint-stock banks, atvd their 
London agents, 399. 

Country circulation, how affected by 
the Act of 1844, 480; origin of, 490, 
492. 

Credit essential to banking, 204. 

Crossed cheques can only be l)aid 
through a banker, 434. 

Currency, regulation of, 20, 21, 27, 
76 ; laws of the, 168. 

Current accoun^, 509. 

Customers of the bank, their charac- 
ter, 191. 

Customs, taxes on foreign produce, 
472; duties paid by cheques, 577. 


D 

Dalton memorial, 375. 

Doc hue in the country circulation, 
496 : its causes, 496. 

Decimal currency, report of parliamen- 
tary committee upon, 327. 

Deductive reasoning, 122, 262. 

Deeds of property, advances on, 
437. 

Deed of settlement, 164, 172, 182, 
423, 461. 

Deed of transfer, 427. 

Definition, 22, 52, 250, 403, 404. 

Department of reasoning, 6, 9. 

Deposit, banks of, 206, 3‘>5; illus- 
trated by metaphor, 412, 338. 

Deposit system of banking, 560, 561, 
568. 

Description, a mode of illustration, 
406 ; example of, 406. 

Dilemma, a form of reasoning, 97 ; 
applied to banking, 340 ; eirors in 
dilemmas, 343, 541. 

Dilemma on the regulation of the 
currency, 105 ; on the Bank Charter, 
105. 

Directors of a bank, 121, 225, 287 ; 
may be re-elected, 427 ; advances to, 
427. 

Discount, banks of, 211; rates of, 
478. (See Interest.) 

Dispositions of shareholders, 121 ; of 
a banker, 201. 

Dissolution of a bank, 425. 

District circulation in Scotland, 515 ; 
in Ireland, 533. 

Distrust — the cause of the suspension 
of the Act of 1844, 546. 

Division of labour, 44, 47. 

Dobree, Mr. Bonamy, a director of 
the Bank of England, 486, 585. 

Dunedeh Bank, 521. 


E 

Early history of banking, 7. 

Efibets of a large paid up capital, 86 ; 
of a surplus fund, 86 , of a system of 


branches, 87 ; of bills of exchange, 
88 ; of a pressure, 92. 

Egypt, banking in, 240. 

Embarrassments, produced by the Act 
of 1844, 480. 

Emigration, elfects on the circulation, 
637. 

English banks of issue: desire to issue 
against gold in the same way as the 
banks of Scotland and Ireland, 503. 

English and American banking, com- 
parison between, 147. 

Equitable mortgages on deeds, 437. 

Errors in reasoning, 33, 55, 81, 95, 
110, 138, 163, 267, 270, 277, 283, 286, 
302,317, 322, 331, 339, 344, 354, 364, 
377, 385, 389, 392, 416. 

Example, reasoning from, 122 ; applied 
to banking, 363; a mode of illus- 
tration, 407. 

Excessive issues charged upon the 
country bankers, 467. 

Exchanges between banks in Scot- 
land, 511. 

Experience, reasoning ftom, 13, 265. 

Explanation, a mode of illustration, 
402. 

Explication, 408; example of, 404. 

Exports, taxes on, 473 ; effects on the 
circulation, 529. 


F 

Fables, reasoning from, 149; applied 
to banking, 401. 

Failures of joint-stock banks, exam- 
ples of, 135; causes of, 243, 322 ; 
ditto of private banks, 19. 

Fallacies of comparison, 390. 

Feudal system, banks did not flourish 
under, 203. 

Final cause and effect, a principle of 
reasoning, 106 ; applied to banking, 
347. 

Finance, Sir Robert Peel’s principles 
of, 469. 

Fluctuations in the country circula- 
tion, 498, 500 ; laws of, 501. 

Fluctuations in price, examples of, 
135 ; causes of, 319. 

Fluctuations in the public funds,, 
causes of, 818. 

Fluctuations in the rate of interest, 
causes of, 321. 

Foreign exchanges, 458. 

Foreign and Colonial Review, ex- 
tract from an article by the author, 
on the laws of the currency, pub- 
lished in, 45, 134, 168, 456. 

Forgery of bills, cheques, and bonds, 
75 ; of notes prevented by numerous 
banks, S(!9. 

Form of government in a bank, 225. 

Formation of a bank, 182. 

France, our commerce with, 472. 
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Freehold property, advances on, 436. 

Full currency, examples of, 134. 

Funds, Government, 404. 

G 

General principles, application of, 51, 
62 ; selection of, 183. 

Gentleman, attributes of a, 359. 

Genus and species, the relation of, a 
principle of reasoning, 49 ; applied 
to banking, 291. 

Glasgow, petition from respecting the 
laws of 1844 and 1845, 523. 

Glyn, George, his evidence upon the 
establishment of joint-stock banks 
in London, 20, 323; upon the con- 
nexion of the private bankers with 
the Bank of England, 573. 

Gold bullion, the Bank of England 
should not be compelled to buy, 487. 

Gold and silver kept by the banks in 
Ireland, 536. 

Government of a bank, 225. 

Government regulations respecting 
joint-stock banks, 323. 

Grammar compared with logic, 4. 

Grant’s Laws of Banking, extracts 
from, 423, 427, 429, 430, 433, 436, 
439 ; the work recommended, 440. 

Greece, banks in, 242. 

Guarantee given by clerks, 430. 

Guarantee, letters of, given by cus- 
tomers, 438 ; change in the law of, 
440. 

H 

Habits of a banker, 201. 

Harvests, effects on the circulation of 
notes, 526. 

Health of clerks, 77, 356 ; of a 
banker, 78. 

High rate of interest allowed by the 
London joint-stock banks, the effects 
of, 352 ; causes of, 567. 

History of banking, 240; in Egypt, 
241 ; in Greece, 242. 

Hoarding by bankers, 484. 

Hubbard, J. G., extracts from review 
of his work on “ The Currency and 

, the Country,” by the Author (see 
Foreign and Colonial Review); his 
evidence before the Bank Acts’ Com- 
mittee, 5^6. 

Hypothetical reasoning, 95 ; applied 
to banking, 333 ; errors in, 339. 

I 

Ignorantia elenchi, various kinds of, 
269. 

Illustration, modes of, 401 ; art of, a 
branch of logic, 402 ; difllerent kinds 
of, 402 ; fallacies of, 415. 


Illustrations derived from banking, 
415. 

Improvements in banking, 185. 

Increase of notes sometimes affects 
prices, 463 ; soinctnnes causes re- 
duction of prices, 465. 

Imports, duties on, 4 73. 

Incidental effects ot the Act of 1844, 

102 . 

Income-tax, sources of. 409. 

Indirect taxes, 469, 472, 

Indorsement of bills* oi exchange, 
4.34. 

Inductive reasoning, 122, 262, 265, 
267. 

Information without reasoning, an 
example of, 7. 

Inland bills now include those drawn 
from Ireland and SrotJand, 435. 

Insolvency, laws affecting, 235. 

Insolvents, frauds of, 355 

Intention', of acts of Parliament, and 
of legal decisions, applied to bank- 
ing, 349. 

Interest, rates of, 321 ; causes of 
fluctuation in, 321, 487 ; allowed by 
joint-stock banks, 352; allowed by 
the banks of Scotland, 509. 

Interest on loans essential to bank- 
ing, 205 ; laws affecting the rate 
of, 234. 

Interest, low rate of, produced by the 
Act of 1844, 477, 487. 

Internal trade essential to banking, 
204. 

Investments of a bank, 196. 

Ireland, Bank of, 128; circulation of, 
406, 524; pay the income tax for 
their clerks, 372; proportionate cir- 
culation of the banks in, 536. 

Ireland, laws of circulation in, 169, 
312 ; how its circulation affects the 
Bank of England, 480. 

Irish bank-notes, 165. 

Issuing bankers, motives ascribed to, 
118, 353 ; how they affect prices, 
463. 


J 

Jelf, Rev. Dr., 444. 

Jobbers, stock, 405. 

Joint-stock banks in England, 18; 
advantages of, 216 ; causes of their 
failure, 322 ; compared with private 
banks, 395 ; speech at the formation 
of one, 396 ; illustrated by meta- 
phor, 412; references to in speeches 
from the throne, 546. 

Joint-stock banks of issue, 462, 586. 

Joint-stock banks in London, evidence 
of private bankers respecting, 19; 
advantages of, 824. 

Jomt-stock banking, progress of, 170. 

Judgments, formed by reasoning, 10. 
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K 

Keeping a banker, utility of, 3. 

King William the Third, founder of 
the Bank of England, 15. 

King’s College, lectureb on banking 
at, 444. 


L 

L.inguage, clear, necessary to good 
reasoning, 25, 249, 402. 

Laws of the currency, 108 ; advantage 
of an acquaintance with, 4.''l> , of 
the Bank of England, 488; in Scot- 
land, .'512 ; in Ireland, 408. 

Laws of 1844 and 1845, in England, 
Scotland, and Ireland, comparative 
effects of, 147. 

Laws respecting joint-stock .banks, 
106,419. 

Leasehold property, advances on, 436. 

Lectures on Banking, 443 ; syllabus 
of, 445, 446. 

Legal late of interest, 165. 

Letter of deposit with deeds, 437; 
letters of guarantee, 438; letters from 
bankers, 443. 

Levi, Leone, his lectures on banking, 
444, 446. 

Lewis, Sir George, his charges against 
the joint-stock banks, 550, 588. 

Liability of shareholders, 219. 

Liberality, banking, 179. 

Liberality of banks, 370. 

Libraiy banking, 370. 

Light necessary in an office, 70. 

Limited liability of shareholders in 
joint-stock banks, 460. 

Liverpool, changes in its currency, 
493, 

Loans and taxation compared, 388. 

Loan banks, 213. 

Logic and grammar compared, 3. 

London money market, 321. 

London banks, 58. 

London bankers, their evidence re- 
specting joint-stock banks, 19; re- 
ference to, in report of Bank Acts’ 
Committee, 662, 565. 

London and Westminster Bank, attri- 
butes of, 34; advantages of, 130; 
principles of, 183, 368, 387 ; their 
pension to Mr. Vile, 370 ; objects of, 
399 ; illustrations of its difficulties, 
413; Alderman Salomon’s evidence 
respecting, 569. 

London Joint-Stock Bank, agreement 
with their manager, 871. 

London and County Bank, their pro- 
vident fund, 371. 

London agencies, illustrated by meta- 
phor, 41. L 

London Committee of Deputies, 562. 
Loyd, Samuel Jones, presents lOOOL 


to his clerks, 373; his opinion on 
the currency, 452. (See Lord Over- 
stone.) 

M 

Majesty in Distress, 587. 

Major term, 264 ; major proposition, 
264. 

Manager of a bank, his functions, 225. 

Managers compared wnth private 
bankers, 353, 396; compared with 
soldiers, 408; their salaries. 450. 

Mamhester, its bill circulation, 493; 
its branch of Bank of England, 493. 

Manufactures, taxes on, 473. 

Market rate of interest, how affected 
by the Bank of England, 477. 

Martinean, Miss, her tales in illus- 
tration of political economy, 409. 

Mathematical reasoning, 254. 

Mathematical truths connected with 
banking, 260. 

Mental effect of abundance of money, 

117. 

Mental training of clerks, 112. 

Merchants derive advantage from the 
high rate of interest allowed by the 
joint-stock banks, 352; frauds of, 
355. 

Metaphorical comparisons in illustra- 
tion of banking, 412. 

Middle term, 264, 297. 

Mill’s Logic, quotation from, 262. 

Minor term and minor proposition, 
264. 

Mistake of the question leads to 
erroneous conclusions, 269. 

Modern banking, parts of, 44. 

Money, 310; of the Egyptians, 240; 
of the Israelites, 241 ; of the Greeks, 
242. 

Monopoly destroyed by banking, 466. 

Monthly changes in the circulation, 
531. 

Moral reasoning, 254; described by 
Dr. Campbell, 255 ; by Mr. Bailey, 
257 ; applied to banking, 261. 

Moral influences of banking, 117. 

Moral truths connected with banking, 

261 . 

Moral cause and eflTect, a principle of 
reasoning, 79; applied to banking, 
318. 

Moral and religious duties of banking 
companies, 854. 

Morals, influence of banking upon, 
409. 

“ Morning Post,” article, by the author, 
on Sir Robert Peel’s principles of 
finance, published in, 469 ; its re- 
ference to the pressure of 1836, 583. 

Motives, the test of the moral cha- 
racter of actions, 354. 

Motives of hankers to issue notes, 

118, 853. 
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Naming— all words are names, 249. 

Names of the sciences, 2. 

National banks, 238, 240, 418. 

National Bank of Ireland, pay the 
income-tax for their clerks, 373. 

Nations and joiht-stock banks, analogy 
between, 140. 

Neave, Mr. his evidence, 563, 584. 

New banks of issue prohibited, 495. 

New bank, speech at the formation of 
one, 396; illustrated by metaphor, 
412. 

Northumberland and Durham Dis- 
trict Bank, stoppage of, 546. 

Nosegay, a banking, 370. 

Notes under 51. in Scotland, 515; 
fluctuations in amount, 517 ; ditto 
in Ireland, 407, 532. 

Number of partners in banks, 216. 


O 

Office, ventilation of, 70; arrange- 
ments in, 71. 

One bank of issue, effects of, 246; 
arguments against, 449. 

One-pound notes in Scotland and Ire- 
land, 440; of the Bank of England, 
441 : of the country banks, 442. 

Opinions of country banks of issue 
upon the Act of 1844, for the regu- 
lation of those banks, 503; ditto 
of the Scotch bankers upon the 
Scotch Bank Act of 1845, 622. 

Origin of banking, 7. 

Origin of joint-stock banks in Eng- 
land, 398. 

Overend Gurney & Co., 564. 

Overstone, Lord, his evidence respect- 
ing the establishment of joint-stock 
banks in London, 19; his theory 
of the Act of 1844, 20 ; illustration 
from, 403; his liberality to his 
clerks, 373; his comparisons, 394; 
his evidence before the Bank Acts’ 
Committee, 581 ; his speech in the 
House of Lords, 548, 585, 587. 


P 

Paid-up capital, effects of, 85, 174. 

Palmer, Mr. Horsley, his pamphlet, 
18, 586; his evidence in 1832, 451 ; 
his opinion of the Act of 1844, 490. 

Panics, causes of, 451 ; of 1825, 493; 
of 1836,493; of 1839, 494; of 1857, 
568. 

Paper money, 311, 453. 

Parables, reasoning from, 149; applied 
to banking, 401. 

Partners, number of, in a bank, 216, 
Parts of coins, 42 ; of banking among 


the Romans, 43 ; of the business of 
modern banking, 44 ; of the trading 
capital of a bank, 45 ; the division 
of labour, 47. 

Party-feeling, effects of, in banking, 
15. 

Peel, Sir Robert, his plan of finance, 
469; his repeal of the corn laws, 
529. 

Penny, bank note for one, 514. 

Personal association, effect of, in 
banking, 18. 

Petitio prtncipii in hanking, 272. 

Philosophy of rhetoric quoted, 5, 255. 

Physical cause and effect, the relation 
of, 63; applied to banking, 306. 

Physical causes in banking, 68; the 
bank building, 69 ; arrangements of 
the office, 71 ; banking book-keeping, 
72; forgeries, 75; fluctuation irt the 
circulation of bank-notes, 76 ; health 
of clerks, 77 ; health of a banker, 78. 

Pigs, effect of, on the circulation of 
bank-notes, 527. 

Poetry of banking, 1.56. 

Politeness of bank officers, 358. 

Political economists, their opinions 
about the currency, 500 j about colo- 
nies, 473. 

Population, effects of, on the circula- 
tion, 529. 

Post-dated cheque is illegal, 433. 

Potato crop in Ireland, effects on the 
circulation, 527. 

Power of a banker to increase his 
issues, 501, 586. 

Practical effects, the test of the sound- 
ness of a theory, 13, 585. 

Presentment of cheques, rules of, 433 ; 
of bills of exchange, 435. 

Pressure, causes and effects of, 92 ; of 
183b and 1839, comparison between, 
141 : produced and increased by the 
Act of 1844, 481, 489; conduct of 
bankers during one, 483 ; of the 
Bank of England, 485 ; effects of, 566. 

Prices of commodities, 319, 350, 457, 
463, 530. 

Principles of banking, 1 83. 

Principles of currency illustrated by 
Miss Martineau, 410. 

Principles of reasoning, 29; applica- 
tion of, to banking, 269. 

Private bankers, 397. 

Private banks, Mr. Horsley Palmer's 
description of, 18; their manage- 
ment improved by the establishment 
of joint-stock banks, 326; arguments 
against, 367 ; compared with joint- 
stock banks, 895. 

Private banks in London, 559. 

Privileges of chartered banks, 228. 

Probability, doctrine of, 378. 

Production of commodities, effects on 
the circulation, 528. 

Profits, distribution of, 199; of joint- 
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stock banks not so gieat as those of 
private banks, 544. 

Progress ot joint-stock banking, 170. 

Propel ty class, their services to so- 
ciety, 470. 

Propositions, bankiiig, 24. 

Prosperity, national, is produced by 
banks, 539. 

Proverbs, reasoning from, 149; applied 
to banking, 401 ; fallacies ot, 417. 

Provincial Bank of Ireland, origin of, 
129, tlieir pension to their secre- 
tary, 372. 

Public companies, classes of, 57. 

Public funds, fluctuations in, 318 

Public libraries, 4' 7. 

Public prosecutor recommended, 463. 

Public spirit, bankers deflcient in, 468. 


Q 

Uualiflcations of bank oflficers, 285, 356. 


R 

Railway companies, how embarrassed 
by the Act of 1844, 240, 479. 

Rate of interest, causes of a low, 90. 

Raw produce, taxed less heavily than 
manufactures, 473. 

Reasoning, deflnition of, 2, 

Reasoning and illustration contrasted, 
415. 

Re-discounting of bills, 365, 575. 

Regulation of the currency, 451 ; 
plans for, 459. 

Relative reasoning, reasoning from 
the relation of antecedent and con- 
sequent, applied to banking, 330. 

Releases, granted to fraudulent insol- 
vents, 356. 

Remittance, banks of, 210; benefits 
of, 408. 

Report of the Bank Acts’ Committee, 
557, 564. 

Reports of the directors of the London 
and Westminster Bank, extracts 
from, 419, 421, 422. ■ 

Reproofs should be administered with 
courtesy, 360. 

Reserves of the banks in Lancashire, 
373 ; of the Bank of England, 542. 

Resignations of bank officers, 360. 

Responsibility of public companies, 
180. 

Reviewers of books on banking, 447, 
467. 

Robberies prevented by banking, 3. 

Romans, banking among the, 43. 

Royal speeches, references to Joint- 
stock bnnks in. 546, 548. 

Royal Bank of Liverpool, the salary 
of their manager, 372. 

Royal Bank of Scotland, 16. 

Royal British Bank, 323, 369. 


Runs, joint-stock banks not so liable 
to, as private bunks, 217. 

Run at Kilkenny, 153; ditto at Water- 
ford, 154. 

S 

Salaries of clerks, 114, 357; of mana- 
gers, 114. 

Salt, Mr., his account of the opinions 
of the Birmingham Currency Re- 
form Association, 21. 

Sanderson & Co., 564, 573. 

Savings banks, 214. 

Science, banking as one, 202. 

Scotland, Bank of, 16; law of cur- 
rency in, 169 ; how its circulation 
affects the Bank of England, 480. 

Scotland, banks in, are banks of issue, 
joint-stock banks, have numerous 
partners, have large paid-up capi- 
tals, are lew in number, have many 
branches, 506 ; effects of the Act of 
1845, 518; causes of the increase of 
their circulation, 520 , their regula- 
tions respecting deposits, 552. 

Secrecy, enjoined by the deed, 425; 
declaration of, 431. 

Security from banks of issue, 384. 

Securities on which a bank makes 
advances, 193; of the joint-stock 
banks, 539. 

Security of property essential to bank- 
ing, 203. 

Self-evident truths, not proved by 
logic, 6. 

Series of reasonings, 170; applied to 
banking, 446. 

Shareholders, 121, 228, 285, 290; who 
are such, 429. 

Slavery in Brazil, 472. 

Sole bank of issue, effects of, 246. 

Space, in a bank office, 69 

Speculation, attributes of, 37. 

Speech, by the author, at the forma- 
tion of a joint-stook bank, in the 
year 1836, 396. 

Speeches from the throne referring to 
joint-stock banks, 546, 548. 

Stamp duty on bankers’ cheques, 432, 
520. 

Statistics, reasoning from, I6f; falla- 
cies of, 163; examples of, 168, 406, 
440; Statistical Society, 605. * 

Stocks, Government, 404. 

Stock-jobbers and brokers, 405. 

Story, Mr. Justice, his Commentaries 
on the Constitution of the United 
States as to a national bank, 418. 

Subscription, publishing books on 
banking by, 468. 

Subject and attribute, the relation of, 
29, 53; applied to banking, 273. 

Success of banks, causes of, 243. 

Sueing and being sued, the power of, 
not granted to London Joint-stock 
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banks by the Bank Charter Act of 
1833, 419; the London and West- 
minster Bank tried to obtain the 
power, 420; granted in 1844, 167. 

Sunday, a cheque may be dated on, 
433. 

Surety bonds for oflicers, 429. 

Surplus fund, eifeotsof, 86, 176. 

Suspension of the Act of 1844, 448, 
456, 546. 

Syllogism, 50, 263, 291. 


T 

Talents of a banker, 201. 

Tales, reasoning from, 150; applied to 
banking, 409; of Miss Martineau, 
410. 

Taxation, laws affecting, 236; direct 
and indirect, 469; objects of, 470; 
should press ligiitly on the poor, 471. 

Terms of business, 185. 

Testimonial to the author, 376. 

Theory, the spirit of, in reference to 
. banking, 20. 

Till, cash to be kept in the, 195, 404, 
537, 540. 

Time saved by keeping a banker, 3. 

Tooke, Thos. his opinion on prices, 35L 

Trade— people not in trade, advice to, 
about keeping a banker, 13. 

Transfer, deed of, 427. 

Tnlemraa, a form of reasoning, 98; 
applied to banking. 345. 

Twells, Mr., his evidence respecting 
joint-stock banks, 543. 

Twenty sliillings, cheques may not be 
drawn under, 433 (see errata). 


U 

Ulster, Bank of, 534. 

Union Bank of Liverpool, the salary 
of their manager, 372. 

Union Bank of London, distribution 
of shares to their managers and 
other chief officers, 371. 

United Slates, the Bank of, 17, 238; 
the legal power of the States to 
establish one, 418. 

Uses of an index, 590. 

Usury, 243. 


Utility of keeping a banker, .3, 13; of 
logic, 10; of national banks, 2,39; 
of manufactures, 473; of colonies, 
474. 


V 

Valuation of property, 437. 

Ventilation in the bank office, 70. 

Vile Oliver, 370. 

Violent fluctuations in the value of 
money, not prevented by the Act of 
1844, 487. 


W 

Watts, Dr., quoted, 22, 23, 25, 402. 

Weguelin, Mr., governor of the Bank 
of England in March, 1857, 487; 
his opinion of the Act of 1844, 487 ; 
489 ; lu8 views of a low rate of 
interest, 488; his opinion as to the 
power of banks to increase their 
issues, 502; his examination by 
Mr. Wilson, 505 ; his charges against 
the joint-stock banks, 538 ; his evi- 
dence before the Bank Acts’ Com- 
mittee, 583. 

“ Westminster Review,” article by the 
author on Plans and Principles for 
the Regulation of the Currency, 
published in, 604. 

Western Bank of Scotland, stoppage 
of, 546. 

Whole and its parts, the relation of, 
39 ; applied to banking, 280. 

Wilson, Mr. his examination of Mr. 
Weguelin, 505; the evidence given 
in reply to his questions, 587. 

Wolverhampton Banking Company, 
stoppage of, 546. 

Wood, Sir Charles, 497. 

Words, classification of, 25 ; ambi- 
guous, 26 ; the use of, 402. 

Writings connected with freehold or 
leasehold property, 436. 

Written documents, reasoning from, 
160 ; applied to banking, 417. 


Y 

Youthful Giant, 588. 
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ERRATA 

Pagi 64, 

line 12, omit 

“ Examples.” 

„ 129, 


33, for ‘ 

‘vote,” read “veto.” 

170, 


28, for ' 

‘present,” read “private.” 

„ 229, 


80, for ‘ 

no,” read “ an.” 

„ 272, 


2, for ‘ 

che,” read “ the.” 

„ 298, 


23, for • 

landing,” read “lading.” 

„ 317, 


14, for 

‘just,” read “ now.” 

826, 


15, for ‘ 

' in,” read “ of.” 

,, 3So, 


30, for ‘ 

‘comparative,” reod “ -omparatively.” 

„ 354, 


37, for ‘ 

‘individual,” read “special.” 

„ 860, 


5, for ‘ 

‘office,” read “duty.” 

.» 414, 


1, for * 

' all around,” read “above.” 

„ 416, 


28, for “ 

‘by,” read “upon.” 

M 433, 


11, f(fr ‘ 

' twenty shillings,” read “ five pounds.” 








